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I 


What is the problem we wish to solve when we try to construct a 
rational economic order? 

On certain familiar assumptions the answer is simple enough. /f we 
possess all the relevant information, if we can start out from a given 
ystem of preferences and if we command complete knowledge of 
available means, the problem which remains is purely one of logic. 
That is, the answer to the question of what is the best use of the 
available means is implicit in our assumptions. The conditions which 
he solution of this optimum problem must satisfy have been fully 
worked out and can be stated best in mathematical form: put at their 
briefest, they are that the marginal rates of substitution between any 
two commodities or factors must be the same in all their different uses. 

This, however, is emphatically mot the economic p-oblem which 
society faces. And the economic calculus which we have developed to 
olve this logical problem, though an important step toward the solu- 
ion of the economic problem of society, does not yet provide an 
answer to it. The reason for this is that the “data” from which the 
economic calculus starts are never for the whole society “given” to a 
single mind which could work out the implications, and can never be 
0 given. 

The peculiar character of the problem of a rational economic order 
is determined precisely by the fact that the knowledge of the circum- 
stances of which we must make use never exists in concentrated or 
integrated form, but solely as the dispersed bits of incomplete and 
frequently contradictory knowledge which all the separate individuais 
possess. The economic problem of society is thus not merely a problem 
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of how to allocate “given” resources—if “given” is taken to mea 
given to a single mind which deliberately solves the problem set by 
these data.” It is rather a problem of how to secure the best use 9 
resources known to any of the members of society, for ends who 
relative importance only these individuals know. Or, to put it briefly 
it is a problem of the utilization of knowledge not given to anyon 
in its totality. 

This character of the fundamental problem has, I am afraid, bee 
rather obscured than illuminated by many of the recent refinement; 
of economic theory, particularly by many of the uses made of mathe. 
matics. Though the problem with which I want primarily to deal in 
this paper is the problem of a rational economic organization, I shal] 
in its course be led again and again to point to its close connections 
with certain methodological questions. Many of the points I wish ty 
make are indeed conclusions toward which diverse paths of reasoning 
have unexpectedly converged. But as I now see these problems, this js 
no accident. It seems to me that many of the current disputes with 
regard to both economic theory and economic policy have their common 
origin in a misconception about the nature of the economic problem 
of society. This misconception in turn is due to an erroneous transfer 
to social phenomena of the habits of thought we have developed in 
dealing with the phenomena of nature. 


II 


In ordinary language we describe by the word “planning” the com- 
plex of interrelated decisions about the allocation of our available 
resources. All economic activity is in this sense planning; and in any 
society in which many people collaborate, this planning, whoever does 
it, will in some measure have to be based on knowledge which, in the 
first instance, is not given to the planner but to somebody else, 
which somehow will have to be conveyed to the planner. The variow 
ways in which the knowledge on which people base their plans is 
communicated to them is the crucial problem for any theory explaining 
the economic process. And the problem of what is the best way 0 
utilizing knowledge initially dispersed among all the people is at least 
one of the main problems of economic policy—or of designing 4 
efficient economic system. 

The answer to this question is closely connected with that other 
question which arises here, that of who is to do the planning. It i 
about this question that all the dispute about “economic planning 
centers. This is not a dispute about whether planning is to be dont 
or not. It is a dispute as to whether planning is to be done centrally, 
by one authority for the whole economic system, or is to be divided 
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among many individuals. Planning in the specific sense in which the 
term is used in contemporary controversy necessarily means central 
planning—direction of the whole economic system according to one 
unified plan. Competition, on the other hand, means decentralized 
planning by many separate persons. The half-way house between the 
two, about which many people talk but which few like when they 
see it, is the delegation of planning to organized industries, or, in other 
words, monopoly. 

Which of these systems is likely to be more efficient depends mainly 
on the question under which of them we can expect that fuller use 
will be made of the existing knowledge. And this, in turn, depends on 
whether we are more likely to succeed in putting at the disposal of a 
single central authority all the knowledge which ought to be used but 
which is initially dispersed among many different individuals, or in 
conveying to the individuals such additional knowledge as they need 
in order to enable them to fit their plans in with those of others. 


It will at once be evident that on this point the position will be 
different with respect to different kinds of knowledge; and the answer 
to our question will therefore largely turn on the relative importance 
of the different kinds of knowledge; those more likely to be at the 
disposal of particular individuals and those which we should with 


‘greater confidence expect to find in the possession of an authority made 


up of suitably chosen experts. If it is today so widely assumed that 
the latter will be in a better position, this is because one kind of 
knowledge, namely, scientific knowledge, occupies now so prominent 
a place in public imagination that we tend to forget that it is not the 
only kind that is relevant. It may be admitted that, so far as scientific 
knowledge is concerned, a body of suitably chosen experts may be in 
the best position to command all the best knowledge available—though 


f this is of course merely shifting the difficulty to the problem of selecting 


the experts. What I wish to point out is that, even assuming that this 
problem can be readily solved, it is only a small part of the wider 
problem. 

Today it is almost heresy to suggest that scientific knowledge is not 
the sum of all knowledge. But a little reflection will show that there 
is beyond question a body of very important but unorganized knowl- 
edge which cannot possibly be called scientific in the sense of knowl- 
edge of general rules: the knowledge of the particular circumstances 


§ of time and place. It is with respect to this that practically every 


individual has some advantage over all others in that he possesses 
unique information of which beneficial use might be made, but of 
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which use can be made only if the decisions depending on it are lef 
to him or are made with his active codperation. We need to remembe 
only how much we have to learn in any occupation after we hay: 
completed our theoretical training, how big a part of our working life 
we spend learning particular jobs, and how valuable an asset in ali 
walks of life is knowledge of people, of local conditions, and special 
circumstances. To know of and put to use a machine not fully employed, 
or somebody’s skill which could be better utilized, or to be aware of a 
surplus stock which can be drawn upon during an interruption of 
supplies, is socially quite as useful as the knowledge of better alterna. 
tive techniques. And the shipper who earns his living from using 
otherwise empty or half-filled journeys of tramp-steamers, or the 
estate agent whose whole knowledge is almost exclusively one of 
temporary opportunities, or the arbitrageur who gains from local 
differences of commodity prices, are all performing eminently useful 
functions based on special knowledge of circumstances of the fleeting 
moment not known to others. 

It is a curious fact that this sort of knowledge should today be 
generally regarded with a kind of contempt, and that anyone who by 
such knowledge gains an advantage over somebody better equipped 
with theoretical or technical knowledge is thought to have acted almost 
disreputably. To gain an advantage from better knowledge of facilities 
of communication or transport is sometimes regarded as almost dis- 
honest, although it is quite as important that society make use of the 
best opportunities in this respect as in using the latest scientific 
discoveries. This prejudice has in a considerable measure affected the 
attitude toward commerce in general compared with that toward pro- 
duction. Even economists who regard themselves as definitely above 
the crude materialist fallacies of the past constantly commit the same 
mistake where activities directed toward the acquisition of such prac- 
tical knowledge are concerned—apparently because in their scheme 0! 
things all such knowledge is supposed to be “given.” The common idea 
now seems to be that all such knowledge should as a matter of course 
be readily at the command of everybody, and the reproach of ir 
tionality leveled against the existing economic order is frequently based 
on the fact that it is not so available. This view disregards the fact that 
the method by which such knowledge can be made as widely available 
as possible is precisely the problem to which we have to find an answer. 


IV 


If it is fashionable today to minimize the importance of the know! 
edge of the particular circumstances of time and place, this is closely 
connected with the smaller importance which is now attached to changt 
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as such. Indeed, there are few points on which the assumptions made 
(usually only implicitly) by the “planners” differ from those of their 
opponents as much as with regard to the significance and frequency of 
changes which will make substantial alterations of production plans 
necessary. Of course, if detailed economic plans could be laid down 
for fairly long periods in advance and then closely adhered to, so that 
no further economic decisions of importance would be required, the 
task of drawing up a comprehensive plan governing all economic 
activity would appear much less formidable. 

It is, perhaps, worth stressing that economic problems arise always 
and only in consequence of change. So long as things continue as 
before, or at least as they were expected to, there arise no new problems 
requiring a decision, no need to form a new plan. The belief that 
changes, or at least day-to-day adjustments, have become less im- 
portant in modern times implies the contention that economic problems 
also have become less important. This belief in the decreasing im- 
portance of change is, for that reason, usually held by the same people 
who argue that the importance of economic considerations has been 
driven into the background by the growing importance of technological 
knowledge. 

Is it true that, with the elaborate apparatus of modern production, 
economic decisions are required only at long intervals, as when a new 
factory is to be erected or a new process to be introduced? Is it true 
that, once a plant has been built, the rest is all more or less mechanical, 
determined by the character of the plant, and leaving little to be 
changed in adapting to the ever-changing circumstances of the moment? 

The fairly widespread belief in the affirmative is not, so far as I 
can ascertain, borne out by the practical experience of the business 
man. In a competitive industry at any rate—and such an industry 
alone can serve as a test—the task of keeping cost from rising requires 
constant struggle, absorbing a great part of the energy of the manager. 
How easy it is for an inefficient manager to dissipate the differentials 
on which profitability rests, and that it is possible, with the same 
technical facilities, to produce with a great variety of costs, are among 
the commonplaces of business experience which do not seem to be 
equally familiar in the study of the economist. The very strength of 
the desire, constantly voiced by producers and engineers, to be able 
to proceed untrammeled by considerations of money costs, is eloquent 
testimony to the extent to which these factors enter into their daily 
work. 

One reason why economists are increasingly apt to forget about the 
constant small changes which make up the whole economic picture is 
probably their growing preoccupation with statistical aggregates, which 
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show a very much greater stability than the movements of the detail 
The comparative stability of the aggregates cannot, however, be ac. 
counted for—as the statisticians seem occasionally to be inclined to 
do—by the “law of large numbers” or the mutual compensation of 
random changes. The number of elements with which we have to deal 
is not large enough for such accidental forces to produce stability. The 
continuous flow of goods and services is maintained by constant de. 
liberate adjustments, by new dispositions made every day in the light 
of circumstances not known the day before, by B stepping in at once 
when A fails to deliver. Even the large and highly mechanized plant 
keeps going largely because of an environment upon which it can draw 
for all sorts of unexpected needs; tiles for its roof, stationery for its 
forms, and all the thousand and one kinds of equipment in which it 
cannot be self-contained and which the plans for the operation of the 
plant require to be readily available in the market. 

This is, perhaps, also the point where I should briefly mention the 
fact that the sort of knowledge with which I have been concerned is 
knowledge of the kind which by its nature cannot enter into statistics 
and therefore cannot be conveyed to any central authority in statistical 
form. The statistics which such a central authority would have to use 
would have to be arrived at precisely by abstracting from minor differ- 
ences between the things, by lumping together, as resources of one 
kind, items which differ as regards location, quality, and other particu- 
lars, in a way which may be very significant for the specific decision. 
It iollows from this that central planning based on statistical informa- 
tion by its nature cannot take direct account of these circumstances 
of time and place, and that the central planner will have to find some 
way or other in which the decisions depending on them can be leit to 
the “man on the spot.” 


V 


If we can agree that the economic problem of society is mainly one 
of rapid adaptation to changes in the particular circumstances of time 
and place, it would seem to follow that the ultimate decisions must be 
left to the people who are familiar with these circumstances, who know 
directly of the relevant changes and of the resources immediately 
available to meet them. We cannot expect that this problem will be 
solved by first communicating all this knowledge to a central board 
which, after integrating al/ knowledge, issues its orders. We must 
solve it by some form of decentralization. But this answers only part 
of our problem. We need decentralization because only thus can we 
ensure that the knowledge of the particular circumstances of time and 
place will be promptly used. But the “man on the spot” cannot decide 
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solely on the basis of his limited but intimate knowledge of the facts 
of his immediate surroundings. There still remains the problem of 
communicating to him such further information as he needs to fit his 
decisions into the whole pattern of changes of the larger economic 
system. 

How much knowledge does he need to do so successfully? Which 
of the events which happen beyond the horizon of his immediate 
knowledge are of relevance to his immediate decision, and how much 
of them need he know? 

There is hardly anything that happens anywhere in the world that 
might not have an effect on the decision he ought to make. But he need 
not know of these events as such, nor of all their effects. It does not 
matter for him why at the particular moment more screws of one size 
than of another are wanted, why paper bags are more readily available 
than canvas bags, or why skilled labor, or particular machine tools, 
have for the moment become more difficult to acquire. All that is 
significant for him is how much more or less difficult to procure they 
have become compared with other things with which he is also con- 
cerned, or how much more or less urgently wanted are the alternative 
things he produces or uses. It is always a question of the relative 
importance of the particular things with which he is concerned, and 
the causes which alter their relative importance are of no interest to 
him beyond the effect on those concrete things of his own environment. 

It is in this connection that what I have called the economic calculus 
proper helps us, at least by analogy, to see how this problem can be 
solved, and in fact is being solved, by the price system. Even the single 
controlling mind, in possession of all the data for some small, self- 
contained economic system, would not—every time some small adjust- 
ment in the allocation of resources had to be made—go explicitly 
through all the relations between ends and means which might possibly 
be affected. It is indeed the great contribution of the pure logic of 
choice that it has demonstrated conclusively that even such a single 
mind could solve this kind of problem only by constructing and 
constantly using rates of equivalence (or “values,” or “marginal rates 
of substitution’), i.e., by attaching to each kind of scarce resource a 
numerical index which cannot be derived from any property possessed 
by that particular thing, but which reflects, or in which is condensed, 
its significance in view of the whole means-end structure. In any small 
change he will have to consider only these quantitative indices (or 
“values”) in which all the relevant information is concentrated; and 
by adjusting the quantities one by one, he can appropriately rearrange 
his dispositions without having to solve the whole puzzle ab initio, or 
without needing at any stage to survey it at once in all its ramifications. 
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Fundamentally, in a system where the knowledge of the relevant 
facts is dispersed among many people, prices can act to coordinate the 
separate actions of different people in the same way as subjective 
values help the individual to codrdinate the parts of his plan. It is 
worth contemplating for a moment a very simple and commonplace 
instance of the action of the price system to see what precisely it 
accomplishes. Assume that somewhere in the world a new opportunity 
for the use of some raw material, say tin, has arisen, or that one of 
the sources of supply of tin has been eliminated. It does not matter 
for our purpose—and it is very significant that it does not matter— 
which of these two causes has made tin more scarce. All that the users 
of tin need to know is that some of the tin they used to consume is now 
more profitably employed elsewhere, and that in consequence they 
must economize tin. There is no need for the great majority of them 
even to know where the more urgent need has arisen, or in favor of 
what other needs they ought to husband the supply. If only some of 
them know directly of the new demand, and switch resources over to it, 
and if the people who are aware of the new gap thus created in turn 
fill it from still other sources, the effect will rapidly spread throughout 
the whole economic system and influence not only all the uses of tin, 
but also those of its substitutes and the substitutes of these substitutes, 
the supply of all the things made of tin, and their substitutes, and so 
on; and all this without the great majority of those instrumental in 
bringing about these substitutions knowing anything at all about the 
original cause of these changes. The whole acts as one market, not 
because any of its members survey the whole field, but because their 
limited individual fields of vision sufficiently overlap so that through 
many intermediaries the relevant information is communicated to all. 
The mere fact that there is one price for any commodity—or rather 
that local prices are connected in a manner determined by the cost of 
transport, etc.—brings about the solution which (it is just conceptually 
possible) might have been arrived at by one single mind possessing 
all the information which is in fact dispersed among all the people 
involved in the process. 


VI 


We must look at the price system as such a mechanism for com- 
municating information if we want to understand its real function—a 
function which, of course, it fulfills less perfectly as prices grow more 
rigid. (Even when quoted prices have become quite rigid, however, the 
forces which would operate through changes in price still operate to 4 
considerable extent through changes in the other terms of the contract.) 
The most significant fact about this system is the economy of knowledge 
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with which it operates, or how little the individual participants need to 
know in order to be able to take the right action. In abbreviated form, 
by a kind of symbol, only the most essential information is passed on, 
and passed on only to those concerned. It is more than a metaphor to 
describe the price system as a kind of machinery for registering change, 
or a system of telecommunications which enables individual producers 
to watch merely the movement of a few pointers, as an engineer might 
watch the hands of a few dials, in order to adjust their activities to 
changes of which they may never know more than is reflected in the 
price movement. 

Of course, these adjustments are probably never “perfect” in the 
sense in which the economist conceives of them in his equilibrium 
analysis. But I fear that our theoretical habits of approaching the 
problem with the assumption of more or less perfect knowledge cn the 
art of almost everyone has made us somewhat blind to the true 
unction of the price mechanism and led us to apply rather misleading 
standards in judging its efficiency. The marvel is that in a case like 
that of a scarcity of one raw material, without an order being issued, 
without more than perhaps a handful of people knowing the cause, tens 
of thousands of people whose identity could not be ascertained by 
months of investigation, are made to use the material or its products 
more sparingly; i.e., they move in the right direction. This is enough 
of a marvel even if, in a constantly changing world, not all will hit it 
off so perfectly that their profit rates will always be maintained at the 
same constant or “normal” level. 

I have deliberately used the word “marvel” to shock the reader out 
of the complacency with which we often take the working of this 
mechanism for granted. I am convinced that if it were the result of 
deliberate human design, and if the people guided by the price changes 
understood that their decisions have significance far beyond their 
immediate aim, this mechanism would have been acclaimed as one of 
the greatest triumphs of the human mind. Its misfortune is the double 
one that it is not the product of human design and that the people 
guided by it usually do not know why they are made to do what they do. 
But those who clamor for “conscious direction” —and who cannot be- 
lieve that anything which has evolved without design (and even without 
our understanding it) should solve problems which we should not be 
able to solve consciously—should remember this: The problem is pre- 
cisely how to extend the span of our utilization of resources beyond 
the span of the control of any one mind; and, therefore, how to dispense 
with the need of conscious control and how to provide inducements 
which will make the individuals do the desirable things without anyone 
having to tell them what to do. 
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The problem which we meet here is by no means peculiar to eco. 
nomics but arises in connection with nearly all truly social phenomen:. 
with language and most of our cultural inheritance, and constitutes 
really the central theoretical problem of all social science. As Alfred 
Whitehead has said in another connection, “It is a profoundly erroneous 
truism, repeated by all copy-books and by eminent people when they 
are making speeches, that we should cultivate the habit of thinking 
what we are doing. The precise opposite is the case. Civilization ad- 
vances by extending the number of important operations which we 
can perform without thinking about them.” This is of profound sig. 
nificance in the social field. We make constant use of formulas, symbols 
and rules whose meaning we do not understand and through the use 
of which we avail ourselves of the assistance of knowledge which 
individually we do not possess. We have developed these practices and 
institutions by building upon habits and institutions which have proved 
successful in their own sphere and which have in turn become the 
foundation of the civilization we have built up. 

The price system is just one of those formations which man has 
learned to use (though he is still very far from having learned to make 
the best use of it) after he had stumbled upon it without understanding 
it. Through it not only a division of labor but also a codrdinated utiliza- 
tion of resources based on an equally divided knowledge has become 
possible. The people who like to deride any suggestion that this may 
be so usually distort the argument by insinuating that it asserts that 
by some miracle just that sort of system has spontaneously grown up 
which is best suited to modern civilization. It is the other way round: 
man has been able to develop that division of labor on which our 
civilization is based because he happened to stumble upon a method 
which made it possible. Had he not done so he might still have de- 
veloped some other, altogether different, type of civilization, something 
like the “state” of the termite ants, or some other altogether un- 
imaginable type. All that we can say is that nobody has yet succeeded 
in designing an alternative system in which certain features of the 
existing one can be preserved which are dear even to those who most 
violently assail it—such as particularly the extent to which the indi- 
vidual can choose his pursuits and consequently freely use his own 
knowledge and skill. 


VII 


It is in many ways fortunate that the dispute about the indispens- 
bility of the price system for any rational calculation in a complet 
society is now no longer conducted entirely between camps holding 
different political views. The thesis that without the price system we 
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could not preserve a society based on such extensive division of labor 
as ours was greeted with a howl of derision when it was first advanced 
by von Mises twenty-five years ago. Today the difficulties which some 
still find in accepting it are no longer mainly political, and this makes 
for an atmosphere much more conducive to reasonable discussion. 
When we find Leon Trotsky arguing that “economic accounting is 
unthinkable without market relations’; when Professor Oscar Lange 
promises Professor von Mises a statue in the marble halls of the future 
Central Planning Board; and when Professor Abba P. Lerner re- 
discovers Adam Smith and emphasizes that the essential utility of the 
price system consists in inducing the individual, while seeking his own 
interest, to do what is in the general interest, the differences can indeed 
no longer be ascribed to political prejudice. The remaining dissent 
seems clearly to be due to purely intellectual, and more particularly 
methodological, differences. 

A recent statement by Professor Joseph Schumpeter in his Capitalism, 
Socialism and Democracy provides a clear illustration of one of the 
| methodological differences which I have in mind. Its author is pre- 
eminent among those economists who approach economic phenomena 
in the light of a certain branch of positivism. To him these phenomena 
accordingly appear as objectively given quantities of commodities 
impinging directly upon each other, almost, it would seem, without 


any intervention of human minds. Only against this background can 
I account for the following (to me startling) pronouncement. Professor 
Schumpeter argues that the possibility of a rational calculation in the 
absence of markets for the factors of production follows for the theorist 
“from the elementary proposition that consumers in evaluating (‘de- 
manding’) consumers’ goods ipso facto also evaluate the means of 


91 


production which enter into the production of these goods. 

Taken literally, this statement is simply untrue. The consumers do 
nothing of the kind. What Professor Schumpeter’s “ipso facto” pre- 
sumably means is that the valuation of the factors of production is 


‘J. Schumpeter, Capitalism, Socialism, and Democracy (New York, Harper, 1942), p. 
175. Professor Schumpeter is, I believe, also the original author of the myth that Pareto 
and Barone have “solved” the problem of socialist calculation. What they, and many 
thers, did was merely to state the conditions which a rational allocation of resources 

iid have to satisfy, and to point out that these were essentially the same as the condi- 

ns of equilibrium of a competitive market. This is something altogether different from 

wing how the allocation of resources satisfying these conditions can be found in prac- 
tice. Pareto himself (from whom Barone has taken practically everything he has to say), 
far from claiming to have solved the practical problem, in fact explicitly denies that it 
can be solved without the help of the market. See his Manuel d’économie pure (2nd ed., 
1927), pp. 233-34. The relevant passage is quoted in an English translation at the begin- 
ning f my article on “Socialist Calculation: The Competitive ‘Solution,’” in Economica, 
New Series, Vol. VIII, No. 26 (May, 1940), p. 125. 
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implied in, or follows necessarily from, the valuation of consumer; 
goods. But this, too, is not correct. Implication is a logical relationship 
which can be meaningfully asserted only of propositions simultaneously 
present to one and the same mind. It is evident, however, that the 
values of the factors of production do not depend solely on the valy:- 
tion of the consumers’ goods but also on the conditions of supply of 
the various factors of production. Only to a mind to which all these 
facts were simultaneously known would the answer necessarily follow 
from the facts given to it. The practical problem, however, arises pre- 
cisely because these facts are never so given to a single mind, and 
because, in consequence, it is necessary that in the solution of the 
problem knowledge should be used that is dispersed among many 
people. 

The problem is thus in no way solved if we can show that all the 
facts, if they were known to a single mind (as we hypothetically 
assume them to be given to the observing economist), would uniquely 
determine the solution; instead we must show how a solution is pro- 
duced by the interactions of people each of whom possesses only partial 
knowledge. To assume all the knowledge to be given to a single mind 
in the same manner in which we assume it to be given to us as the 
explaining economists is to assume the problem away and to disregard 
everything that is important and significant in the real world. 

That an economist of Professor Schumpeter’s standing should thus 
have fallen into a trap which the ambiguity of the term “datum” sets 
to the unwary can hardly be explained as a simple error. It suggests 
rather than there is something fundamentally wrong with an approach 
which habitually disregards an essential part of the phenomena vit! 
which we have to deal: the unavoidable imperfection of man’s know: 
edge and the consequent need for a process by which knowledge i 
constantly communicated and acquired. Any approach, such as that oi 
much of mathematical economics with its simultaneous equations, 
which in effect starts from the assumptien that people’s knowledge 
corresponds with the objective facts of the situation, systematically 
leaves out what is our main task to explain. I am far from denying 
that in our system equilibrium analysis has a useful function to per- 
form. But when it comes to the point where it misleads some of out 
leading thinkers into believing that the situation which it describes 
has direct relevance to the solution of practical problems, it is time 
that we remember that it does not deal with the social process at al 
and that it is no more than a useful preliminary to the study of the 


main problem. 
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“MODEL-BUILDING” AND FISCAL POLICY 


By ALBERT GAILORD Hart* 


A number of recent writings on fiscal policy’ draw important policy 
inferences directly from “models” showing hypothetical values for the 
main components of the national product. These “models” on examina- 
tion turn out to be equilibrium positions of systems of static relation- 
ships, of much the same sort teachers of economics have been ac- 
customed to use in the classroom—with the important difference that 
in classroom discussions concrete magnitudes need not come in ques- 
tion, whereas these fiscal-policy model-systems are aimed to give a 
realistic quantitative picture. 

These model-systems are set up on the hypothesis that the major 
components of the national product are determined by the scale and 
character of the government’s fiscal operations—in a setting, of course, 
of relationships among the components expressing other economic 
forces.. The system may be thought of as involving four classes of 
magnitudes: 

(1) “Active variables”—government expenditures; revenues (or 


*The author is an economist in the Research Division, Committee for Economic De- 


In addition to the general debt to the literature indicated in my footnotes, I wish to 
ledge obligations arising from conversations and correspondence with K. E. 

z, M. G. de Chazeau, Nancy Dunlap, W. J. Fellner, M. V. Jones, L. Klein, T. 

J. Marschak, R. A. Musgrave (whose article in the American Economic 

pted this article), P. A. Samuelson, T. L. Smith, and T. O. Yntema—none 


m, however, shares responsibility for any errors the article may embody. 


*See in particular National Planning Association, National Budgets for Full Em- 
ployment (Washington, March, 1945); “Forecasting Postwar Demand” (papers by 
Morris Livingston, Arthur Smithies and Jacob Mosak, in Econometrica, January, 
1945); the appendix (C) by Nicholas Kaldor in Sir William Beveridge, Full Employ- 
ment in a Free Society (New York, Norton, 1945, pp. 344-401): and R. A. Musgrave, 
“Alternative Budget Policies for Full Employment,” Am. Econ. Rev., Vol. XXXV, No. 

June, 1945), pp. 387-99, 

The present discussion is not aimed to cover the “projections” of the national product 

s through the transition period which are being worked out in various quar- 
‘hese have of course a related economic logic, differing chiefly in being tied to 
ediately antecedent history at one end, and in dealing with the shortest of short-run 


*This way of viewing the problem emphatically does not commit the model-builder 
the assumption that government fiscal policy is the only motive power in the 
It merely brings a particular set of variables into the foreground for closer 

study 
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rates and exemptions) of various taxes; and other magnitudes which 

may be thought of as directly controllable by government. 

(2) “Passive variables’—the components of national product 
(consumption, investment) ; of private income (wages, profits, etc.): 
of disposal of income (consumption, individual savings, etc.); in 
principle also prices. 

(3) Cumulative variables, reflecting the resultant of action of 
the above variables over time—chiefly the stock of money and the 
stock of capital goods. 

(4) “Parameters”—the quantitative characteristics of the re. 
lations among the variables, determining (for example) the shape 
of the marginal-propensity-to-consume function, the relations of 
investment to taxation and to other product components, etc. 

The model-builders seem to operate with a more or less explicit set 
of algebraic equations (or of equations and diagrams) relating these 
magnitudes; but their publications do not lay much stress on the 
equilibrium concepts involved, and in general are of limited usefulness 
to the reader who wishes to try the effect of putting variant assumptions 
through the analytical machine. 

It is not my purpose to discredit this approach. As will appear 
shortly, I feel that the recent model-systems are in some respects 
seriously misleading; and that, with all improvements, such systems 
cannot bring us as near the threshold of policy recommendations as 
their sponsors seem to think. But the drawbacks of operating with 
such model-systems have to be weighed against the drawbacks of 
trying to get on without them. There has to be some sort of explicit 
forecast of the intensity of the economic forces with which fiscal 
policy has to deal, and of the responsiveness of the economic system 
to fiscal measures. On the whole, it seems safer to begin by setting up 
an equilibrium system such as these model-systems embody, continuing 
by considering factors it cannot adequately handle, rather than to 
plunge directly into the full complexity of economic forces. 

The thesis of this article is that the discussion has now reached a 
stage for a more careful survey of the limitations of the “models” 
approach, and of ways to improve it and to use its results more fruit- 
fully. It will be argued: 

(1) That the recent model-systems tend to neglect factors oi 
great importance for policy, and to make inefficient use of available 
evidence—primarily as the result of failure to be explicit about the 
relations of static to dynamic systems; 

(2) That the drawbacks of these systems can be overcome in 
good part by more explicit recognition of their logical character, 
and fuller use of devices for mapping out the field of possibilities; 
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(3) That development of model-systems must not lead us to 
overrate the certainty of our forecasting, to overrate the possibilities 
of forestalling economic difficulties, or to underrate the necessity of 
adapting policy rapidly to circumstances as they develop. 


I. Defects of Recent Model-Systems 


The recent systems of models, though originating with a number of 
rent workers, all represent rather similar points of view—sub- 

stantially, the point of view of Sir William Beveridge’s Full Employ- 
ment in a Free Society, which in turn represents an application of 
Keynesian insights. I feel, therefore, that no major violence is done by 
treating them as products of a school, and putting criticism in terms 
of the tendencies of that school; though the examples brought forward 
under this implicit assumption of joint liability may be mildly unfair 
to some of the group. My main complaints are: 

(1) Confusion of impact effects of economic changes with long-run 
effects; 

(2) Inadequate recognition of cumulative factors; 

(3) Underemphasis on elements in the structure of the economy 
which tend to generate fluctuations of activity and prices; 

(4) Careless use of assumptions of ignorance; 

(5) Formulation in terms which make it needlessly hard to try 
variant assumptions and to confront assumptions with evidence; 

6) Underemphasis on intangibles. 
In the main, these are consequences of failure to be explicit about the 
limitations and peculiarities of a static approach. 


Impact versus Long-Run Effects 


The equations, tables and graphs which embody the model-systems 
here under discussion are formulated in terms of the levels at which 
the variables (government expenditure, revenues, consumption, invest- 
ment, etc.) stand, without explicit reference either to rates of change 
or to immediately previous levels.* Consequently they must be taken 
as formally static, representing equilibrium situations (either at full 
employment or with under-employment) which would be found if the 
“active variables” were held constant* for several years on end. This 


ich “dynamic” elements are of course brought in to some extent in the discussion 
nding these model-systems. 


“All variables may be supposed “deflated” to remove the effect of price-level changes; 
hanging productivity may be thought of as reflected in some sort of smooth-acting 
growth factor; and population changes may be taken care of either in the growth 


actor or by reduction of variables to a per capita basis. “Constancy” of the variables 
can thus be construed in terms of a growing rather than a stationary economy if 
isired; what it precludes is chiefly oscillation. 


ER 

ch 

ct 

): 

in 

of 

he 

e- 

pe 

ol 

et 

se 

he 

ns 

ar 

fs 

as 

th 

a 


534 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


does not commit the model-builders to dealing only with the ultimate 
effects of keeping the “active variables” constant forever and a day: 
but it does seem to make their model-systems incapable of handling 
the impact effects of sudden changes. Where different sets of values 
for the levels of the “active variables” are dealt with in the same 
model-system, therefore, such a system can describe the effects of 
holding one set constant rather than another, but not the effects of 
having just shifted from one set to another. 

This logical limitation is not explicitly faced by the model-builder: 
in question. In consequence, we tend to find a mixture of assumptions 
appropriate for static analysis with assumptions appropriate for dy- 
namic analysis of impact effects. For example, Dr. Mosak* uses q 
formula for corporate profits before taxes which shows them as varying 
by 23.6 per cent of any variation in gross private national product; 
derived by a regression of undeflated figures for 1929-1940. The base 
period of course reflects not experience with under-employment equi. 
librium but experience with sharp fluctuations—with a period in which 
low-income years were years previous to which activity had been much 
higher, and high-income years were years previous to which activity 
had been much lower. Had the “active variables” been held constant 
until the “passive variables” leveled out in an under-employment 
equilibrium, equilibrium ratios of profits to income would surely have 
varied much less than the regression suggests. Similar considerations 
apply to Dr. Mosak’s corporate savings series: the negative figures he 
shows for low values of gross national product would not be compatible 
with any equilibrium, and the gradient is uncomfortably steep. 

The effect of confusing impact and long-run effects on corporate 
savings estimates is seen in extreme form in Nicholas Kaldor’s con- 
parison’ of actual 1938 with a hypothetical 1938 which would have 
existed had a full-employment policy then been in effect. He puts 
actual 1938 output at £4,675 million, with net savings of £440 million 
(9.4 per cent); had there been full employment he estimates that the 
product would have been higher by £500 million and net savings by 
£120 million (24 per cent of the difference in output), of which no less 
than £75 million is attributed to additional undistributed profits (net 
of tax). As Kaldor himself points out, the “difference between th 
average and marginal profits (and in particular the high proportion 
of marginal profit going to undistributed profits) are chiefly responsible 


* Econometrica, loc. cit. 

*J.e., gross national product minus product arising in government, and minus indirect 
taxes. 

"For Great Britain, in 1938 prices. The figures given here are from Sir William 
Beveridge, op. cit., pp. 350, 353, 355, 359. 
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_.. for the increase in savings, following on an increase in incomes, 
being so much larger than the proportion of savings in total income.””* 
The total difference in profits, distributed and undistributed, is put at 
£255 million, before taxes, or 51 per cent of the difference in product. 
No specific adjustment period is indicated; but to attribute half the 
product difference to profits smacks of a sudden change rather than a 
difference in equilibrium levels. On the investment side, however, 
Kaldor explicitly limits himself to long-run effects. Instead of the 
£360 million actually invested in 1938, he writes for his hypothetical 
full-employment 1938 £400 million, “not meant as an estimate of what 
private investment would have been in 1938 if output had suddenly 
been raised to the full employment level, but rather as an indication— 
not unreasonable in view of the general prewar experience—of what 
the normal annual private investment outlay could have been ex- 
pected to be under a continuous full employment policy.”* Kaldor’s 
model system thus confronts an impact effect (estimated at £120 
million) on savings with a long-run effect (estimated at £40 million) 
on investment. This mixture of assumptions manifestly is the primary 
reason for the wide gap in the forecast net balance of private savings 
and investment at full employment, and consequently for the large 
scale of fiscal adjustments shown” as necessary to execute a full- 
employment policy. 

The illustration just given relates primarily to undistributed cor- 
porate profits, or “corporate saving.” Failure to distinguish sharply 
between impact and long-run effects also has much to do with the 
high estimates of the marginal propensity to save among individuals, 
which are standard equipment in the recent model-systems. It must of 
course be recognized that there is profound uncertainty as to post-war 
savings patterns, and that the unexpected readiness of the public to 
save during the war registers at least a possibility that full-employment 
income levels would lead to ratios of individual savings to disposable 
incomes far above those previously experienced. But the inter-war 
regressions of consumption on disposable income on which the model- 
makers rest their case are prima facie the record of years of sharp 
fluctuations (not of a range of equilibrium levels of income each main- 
tained for some time) and hence are not entirely relevant. Both the 
characteristics of the inter-war period and the apparent stability of 
the proportion saved over the long period 1879-1928" have led at 

"Ibid., p. 353. 

. 361. 
. 363. 


this is based on the stability of net capital formation (roughly the sum of indi- 
vidual and corporate saving, with the former predominating) as a percentage of net na- 
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least some of the model-builders to think in terms of an upward trend 
in consumption, operating irrespective of income.” This “trend” must 
be construed as reflecting the upward drift of the standard of living 
But why is there an upward trend in the standard of living? Basically, 
most economists would probably agree, because as incomes rise people 
recognize “needs” which they previously kept under when they were 
too poor to have any chance of satisfying them. Accordingly, this 
upward trend in living standards should probably be regarded as part 
of the response of consumption to income.”* In a static system, there- 
fore, it might be more appropriate to show a marginal propensity to 
save from disposable income slightly above 0.10, in preference to the 
coefficients of 0.20 and upward which seem to be appropriate in dealing 
with year-to-year changes.** 


Cumulative Factors 
The model systems under study make no explicit allowance for 


tional product (roughly equal to disposable income) as shown by Simon Kuznets, Uses 
of National Income in Peace and War (New York, 1942), and the fact that such fluctua- 
tions as appear do not seem to be linked with the rate of growth of income. By decades, 
Kuznets shows: 

Decade 1879-88 1889-98 1899-1908 1909-18 1919-28 1929-33 
NCF as % of NNP, current dollars 10.4 12.0 11.3 11.3 10.8 3.1 
Outlay per consuming unit as % of 

previous decade -— 107.0 128.2 115.7. 134.7 98.7 

*Such an upward trend is included in the consumption-income relation used by 
Smithies (Econometrica, op. cit., p. 6), and in the relation derived by L. J. Paradiso 
which is used in the National Planning Association pamphlet (op. cit., p. 79). 

* A very interesting discussion of this issue is presented by P. A. Samuelson in his 
paper on “Full Employment after the War,” in S. E. Harris (ed.), Postwar Economic 
Problems (New York, McGraw-Hill, 1943), pp. 32-37. Samuelson prefers to say that 
the consumption function has an upward drift through time rather than that the long-run 
elasticity of consumption with respect to income exceeds the short-run elasticity; but 
the only explanation of the drift he offers is an “enlarged scale of wants.” He denies 
“that there is any guarantee that the upward shifts of the consumption schedule will be 
at a rate rapid enough to keep up with our productive potential; especially if the war 
and a prolonged period of depression keep us from knowing what we are missing in the way of 
new good things of life, so that our consumption ‘requirements’ increase more slowly 
than our productive requirements” (p. 33). 

In short, Samuelson does seem to recognize that in a very long-run sense the upward 
trend of standards is an adaptation to income. But he would apparently not advise 
model-builders to assume that their model-systems are dealing with a long enough 
run to make a very low marginal propensity to save appropriate. 

Professor Alvin H. Hansen, on the other hand, is inclined toward the view that the 
percentage of income consumed is stable through time. See his Fiscal Policy and Busine 
Cycles (New York, Norton, 1942), p. 233, also pp. 236-38. 

*T am myself on record (Rev. Econ. Stat., Aug., 1942, p. 104) in favor of writing 2 
marginal propensity to save disposable income at 25 per cent. This was in a very different 
context, however: my object was to make a maximum allowance for the degree to 
which “normal” savings adjustments could be counted on to mitigate the wartime infle- 
tion problem. 
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cumulative factors. While it is somewhat dangerous to read interpreta- 
tions of omissions into other people’s work, I am inclined to venture 
that these omissions are intentional. The possibility that the accumu- 
lation of capital goods may damp investment is a standard part of the 
Keynesian background from which these model-systems spring; but 
since this is ordinarily taken as a bearish factor, its omission from 
consideration is presumably intended as a precaution against over- 
stating the case for “stagnation” which the model-builders are develop- 
ing. The possibility that accumulation of money and other liquid assets 
may stimulate consumption and investment is presumably left out of 
account as part of the general reaction against the quantity theory 
of money.*® 

There is a great deal of doubt as to the correct weight to be assigned 
to these factors; but as will be argued presently, this is no excuse for 
assuming they should carry no weight. The presumption is that the 
lnited States as well as Europe will come out of the war with a serious 
deficiency of housing and of many types of business facilities, as well 
as other durable goods, relative to high-employment volumes of ac- 
tivity and income. The problem of fiscal policy depends partly on the 
size of this deficiency, partly on the rate at which post-war net capital 
accumulation proceeds, and partly on the sensitivity of the demand 
for new durables to their accumulation—all matters which ought to 
be brought into the open as part of the problem the model-systems 
are designed to treat, however poor the evidence is for estimating 
them. 

On the monetary side, experience since 1929 certainly justifies a 
reaction against the quantity theory of money and related doctrines; 
but it is possible that the reaction is going too far. Admittedly, it is 
hard to unravel the net effects of monetary changes. Through peace 
and war, however, the year-to-year changes in the supply of money 
and money substitutes have been in the same direction and of the 
same general magnitude as changes in expenditures.*** While it is 
possible that this fact merely reflects the parallelism of the money 
supply with other factors of much higher causal importance, it is 
equally possible that this parallelism has caused part of the influence 
of money to be attributed to other factors. The deficits which the 
model-builders here under discussion think may be necessary are 
large enough to build up the public’s liquid holdings by upwards of 


‘Cf. P. A. Samuelson’s omission of the stock of wealth from the list of variables affect- 
ing (S. E. Harris, op. cit., p. 36) explicitly on the ground that this influence is 

y minor in importance.” 
C. Warburton, “Monetary Expansion and the Inflationary Gap,” Am.: Econ. 
ol. XXXIV, No. 2 (June, 1944), p. 305. Minor exceptions to the parallelism of 
to-year movements appear in 1926-27 and 1928-29. 


ER 

nd 

Ist 

g 
ly 

le 

Tre 
art 
re- 

to 

he 
ng 

mic 

i 


538 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


5 per cent per annum, so that variations in these holdings are likely to be 
substantial enough to count. Both the peculiarities of the early post. 
war years and the effects of a long series of substantial deficits (o, 
surpluses) can be adequately analyzed only by procedures which treat 
monetary influences as at least potentially important. 


Fluctuations 


The temptation to underrate the fluctuations problem is one of the 
most serious consequences of overconfident use of equilibrium models, 
It is true, of course, that the success of a full-employment policy implies 
a rather small amplitude for fluctuations of total activity, since intense 
depressions are supposed to be banned. But this does not settle the 
issue. Fluctuations in the intensity and direction of the “spontaneous” 
forces in the economy with which policy must deal are not ruled out 
by pronouncing the words “stable full employment” as an incantation. 
Avoidance of fluctuations in total activity implies success in offsetting 
(or using) fluctuations in these forces through policy action. 

These tendencies to fluctuation are very likely to be serious not 
only during the demobilization period but for a decade or more be- 
yond. In an economy which had been stable for some time, it might 
reasonably be assumed that the “damping” tendencies most econometric 
workers believe in would have largely eliminated this problem. But 
for the visible future we shall not be living in that kind of economy. 
We are coming out of a period of unprecedented fluctuations in both the 
scale and the composition of the national output. In consequence the 
composition and age-distribution of our physical wealth and the various 
parts of our labor force will call for changes in the composition of 
current output and the fields to which new workers are to be guided 
Furthermore people’s expectations will be unstable. A static model- 
system cannot express these forces making for fluctuations; and this 
limitation must always be kept in mind in using such a system. 


Assumptions of Ignorance 


It is always a puzzle how to deal with causal relationships which 
are known to exist, in the absence of adequate quantitative knowledge 
The literature under discussion in this paper shows a tendency to cut 
the Gordian knot by ignoring the -relationship—plainly an unsatis- 
factory remedy. 

The chief relations involved are those determining the volume 0 
private investment. We find Kaldor, for example, writing the same 
figure for private home investment outlay under all the circumstances 
represented by his alternative “Routes to Full Employment,” despite 
the fact that tax revenues range from £460 million in Route III up t0 
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£1710 million in Route Il—a range of 24 per cent of the assumed 
full-employment national output.** It is scarcely conceivable that such 
a difference in taxes shouid have negligible effects upon investment. 
Admittedly, it is hard to justify any specific numerical coefficient link- 
ing investment with revenue. But a coefficient of zero is as much a spe- 
cific numerical coefficient as any other—and any coefficient reflecting a 
negative correlation would surely be more defensible. 

Some sort of recognition must plainly be given to the effect of 
activity on investment—both the components of gross capital for- 
mation reflecting replacement of goods worn out, and net investment. 
At this point Kaldor simply writes investment at £400 instead of £360 
million, as we have seen;*’ since this is a net figure, the implied increase 
in gross capital formation is greater by whatever increase in deprecia- 
tion is involved. Musgrave** operates with an assumption of a full- 
employment level of investment when defining the initial deficiency in 
income, with the consequence that neither the character of the potential 
under-employment equilibria nor the effect of the compensating fiscal- 
policy adjustments is explicitly mapped out. 

Mosak and Smithies’® protect the reader by treating the amount 
of investment required to balance the national product accounts as 
a residual in their calculations, and inviting the reader’s own judgment 
as to the attainability of the required amount under the assumptions 


made. This frank treatment of an area of ignorance by leaving part 
of the model-system incomplete has much to commend it; but of course 
it still leaves the problem of what the undefined relations are actually 
like. 

The evidence on the effect of activity on investment is very unreliable 


for statistical reasons,®® and there is a wide range of possibilities. 


| Clearly for each particular firm, pressure of productive activity upon 
facilities (so that new facilities are needed to permit handling more 
business, lower costs on existing business, or both) is a necessary if 
t a sufficient condition for investment in equipment, buildings, etc. 
At first glance this may seem to be merely a question of impact effects. 
But a sustained high level of activity means both more rapid wearing 
out of existing facilities and a wider field for cost-reducing installations, 
that a long-term effect of activity on investment must also be ac- 
ps cepted. The likelihood of a substantial effect is sometimes ruled out 
on the ground that unless investment is insensitive to activity the 
ridge, op. cit., p. 363. 
ve, p. 535. 
‘Am. Econ, Rev., Vol. XXXV, No. 3, pp. 387-99. 
nometrica, loc. cit. 


the discussion between L. Klein and M. Ezekiel in Econometrica, 1943 and 1944. 
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combined effect of activity on consumption and investment may be sy 
strong as to yield models that are highly unstable or even “explosive” 
—i.e., not tending to find any other equilibrium position if pushed yp. 
ward or downward from an original equilibrium. If we postulate a high 
degree of stability, we must infer that activity affects saving a good 
deal more strongly than investment. But the postulate should no 
command too much confidence. In the first place, the economy is not 
highly stable on the record. In the second place, most changes in the 
“active variables” of policy have probably been reversed before their 
consequences have becn fully worked out.” In the third place, some 
of the “dynamic” elements neglected in a static model-system probably 
have important stabilizing effects.” 

Another field in which assumptions of ignorance must be handled 
gingerly is that of foreign trade. In short-period analysis, the best way 
to manage this problem would probably be to analyze the effects of 
activity on imports and exports separately and combine the results 
into an estimate of the foreign balance. The same procedure might also 
be appropriate for long-period analysis aimed to show the requirements 
which domestic employment policy may impose on foreign trade and 
international currency policy. But if the objective is to show the 
framework within which domestic employment policy must operate, 


in terms of potential under-employment or full-employment equilibria, 
it does not make sense to assume that there will be a foreign balance 
larger than can actually be financed.** In any model-system represent: 
ing long-run relationships, it must be supposed that imports and ex- 
ports will balance—if we include in both totals service transactions 
as well as security purchases. Only if it can be shown that a higher level 


* Followers of Keynesian doctrines should bear in mind that the degree to which 


correlated with the size of the deficit; cumulative effects of the early deficits may explain 
how the deficits of $3.6 and $3.7 billion in the fiscal years 1939 and 1940 came to be 
associated with much higher national incomes than the $3.8 billion deficit of fiscal 1935 

* The following comment on this point of view, made in a letter from Professor P. A 
Samuelson, seems to me to sum up very well the opposing view: “Hart’s remarks 
concerning the empirical validity and analytical fruitfulness of assuming an ‘unstable 
system are interesting and logically tenable, but to me [P.A.S.] unconvincing. The 
historical record shows fluctuation—not necessarily explosive instability. To assume ‘i 
multiplicands will conveniently vanish or reverse themselves so as to keep things finitt 
is either gratuitous or involves implicitly considerations of a wider system which § 
‘stable.’ Mathematically, the introduction of lag or delayed effects simply changes the ® 
quirements of stability; it does not preclude the ‘necessity’ for stability. In a really 
unstable system, all intuitively sensible results tend to become exactly reversed, especially 
on the (quite irrelevant!) comparative statistical level. Finally, an unstable system 5 
really not to be desired even by optimists, because the knife cuts both ways 


* Kaldor (op. cit., p. 363) writes an impossibly heavy import balance in his standard 
set of models, but offers an alternative set (p. 365) with no adverse balance. 
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of activity favors a larger export balance on security account does 
it make sense to assume an increased “leakage” through foreign trade 


Bas higher levels are achieved. My provisional inclination is toward 


making just such an assumption of ignorance as I have been criticizing 
above, and assuming the foreign balance to be independent of the 
level of activity—clearly a dangerous assumption, in need of review— 
for purposes of model-building. 

The effect of income levels on income distribution is another critical 
area of ignorance. Mosak** operates with a set of equations based on 
undeflated figures for 1929-40, which for reasons argued above in 
relation to profits are probably useless for gauging the difference be- 
tween potential equilibrium positions; these equations imply some 
increase of inequality at higher national product levels. Fortunately, 
marginal propensities to consume, etc., are apparently less variable 
over the income scale than the averages; so that any assumption over 
a fairly wide range will give about the same model-system. 


Formulation of Relations 


As the recent model-systems are formulated, it is far from easy 
for a reader who finds the answers disconcerting to make up his mind 
how far he is confronted with the results of assumptions he is un- 
willing to accept, and how far with the results of assumptions he is 


| willing to accept but has not previously worked through to conclusions. 


There is still a great deal of room for ingenuity in developing ways 
to map out the effects of variant assumptions about the underlying 
parameters of the system. 

From this standpoint, it is particularly awkward to pack up a number 
of assumptions in a single assumed “multiplier,” as Musgrave does.” 
The multiplier in the strict sense of the reciprocal of the marginal pro- 
pensity to save is itself a fairly complex concept, since savings from 
corporations as well as individuals have to be allowed for. Musgrave’s 
assumed value of 2 for the multiplier in question indicates that he 
is dealing with a variant concept; and any such variant is bound to be 
still more complex.*® The reader is on much more secure ground if 
multiplying factors are treated as derived magnitudes rather than 
elementary assumptions. 

Another weakness in the formulation of the recent systems is a 
tendency to treat significant variables in ways which prejudge policy 
questions. This is partly a question of omitting variables from the list. 

* Econometrica, loc. cit. 


* Am. Econ. Rev., Vol. XXXV, No. 3, pp. 387-99. 


For illustrations of such variants and their derivation, see the Appendix to this 
article. 
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Omission of the stocks of money and of durable goods was discussed 
above; the difficulty of fitting interest rates into the list of variable; 
creates additional temptations to underrate monetary possibilities 
There is also the question how variables are classified. In Kaldor’s 
model-system, for example, corporate savings are treated rather cagy. 
ally as a passive variable which must be expected to respond to changes 
in active variables of fiscal character. On the face of his figures, how. 
ever, policies designed to act via corporate savings might under Britis) 
conditions be very potent. It would be easy to add to his four “Routes 
to Full Employment” a fifth under which the national product oj 
1938 could have been brought to a full-employment level, without 
changes in government revenue and expenditure, by securing the dis. 
bursement of part of the net corporate savings.” 

Misunderstandings arise very easily out of the mere form in which 
the results of model-systems are arranged. For example, the final stage 
of Dr. Mosak’s analysis appears in his tables in the following form 
(abbreviated here to save space): 


Assumed level of gross national product (billion) $150 $160 $170 $180 $190 
Mosak estimates of amount of government ex- 
penditure plus private gross capital formation 
required to use part of GNP not attributed to 
consumption :* 
1. With 1944 taxes, except no excess-profits tax 
2. The same, except individual income tax at 
1941 rates and exemptions 
. The same, except corporate and individual 
income tax at 1940 rates, etc. $49.8 , 58. » 2 


The figures in the range near supposed full-employment levels, at the 
right, being enormously higher than any reasonable estimate of in- 


1 


* According to Kaldor’s figures (op. cit., pp. 355, 359) undistributed profits in 1933 
were £330 million, of which taxes took £98 million, leaving £232 million net of ta 
With a rise of output by £500 million, net savings would have risen by £120 million, of 
which £45 million is net individual saving, against a rise of £40 million in investment 
What is required, then, is a corporate savings policy which would have caused such savins 
to fall instead of rising—by enough to offset the £5 million excess of added individu 
savings over added investment, plus any rise in net individual savings arising from the 
implied increase in dividends. If we put this induced rise in net individual savings for 
illustration at %4 the rise in dividends, a policy which would bring undistributed profits 
(net of tax) to an even £200 million at full employment would have done the trick 
This would have implied additional profit distribution of £107 million, net of tax ( 
undistributed profits net of tax in Kaldor’s full-employment model appear as £30’ 
million), raising individual net savings from £253 to £280 million, but cutting total ne 
savings at full employment from £560 to £480 million. The permitted £200 million 0 
undistributed profit would still have been 3.6 per cent of national income at full employ: 
ment, as against 4.5 per cent in actual 1938! With less unreasonable assumptions abot! 
the proportion of additional product going to profit (see text, p. 535 above), 4 st 
more modest adjustment might have done the trick. 


* Econometrica, op. cit., Table 3B, lines 12-13, and 3C, line 14. 
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vestment, it might appear that unless there is something wrong with the 
arithmetic we should plan for enormously expanded income-supporting 
government expenditures. Had the revenue data been summarized in 
parallel form, however, the inference might have been different; results 
are as follows: 
Assumed gross national product (billion) $190 $200 
Mosak estimates of revenues of all government 
bodies, excluding social security :™ 
. With 1944 taxes, except no excess-profits tax 

The same, except individual income tax at 

041 rates and exemptions 

The same, except corporate and individual 

me tax at 1940 rates, etc. 

mount of government deficit plus private gross 
pital formation “required” :” 

Vith 1944 taxes, except no excess-profits tax 

The same, except individual income tax at 

1941 rates and exemptions 26. 36.4 
3. The same, except corporate and individual 

income taxes at 1940 rates, etc. soe st 7 32. 35. 37.3 


Comparison of the figures shows that the situations calling for as- 
tronomical government expenditures to sustain employment are off 
the map as far as policy goes. A federal, state and local tax revenue 
of $52.8 billion at full employment would be desired only in one of two 
contingencies: (1) if the public demanded government expenditures, 
for the sake of benefits from those expenditures other than sustaining 
employment, of roughly this magnitude; or (2) if with much lower 
government expenditures experience showed that a large government 
surplus and rapid debt retirement did not interfere with prosperity. 
If experience showed a large deficit to be necessary, public policy 
would inevitably move toward it largely by lowering taxes rather 
than solely by raising expenditures. In short, the reader’s eye should 
move downward as it moves to the right along the table of “required” 
amounts of government expenditure plus private gross capital forma- 
tion—and if Dr. Mosak’s prognosis is correct, on down to lower levels 
of taxation than the table shows—rather than simply straight across the 
line, if he is to form a just impression. 


Intangibles 


Unavoidably, model-builders have to leave “in ceteris paribus” a 
number of factors of “economic climate” which may vary sharply 


” Econometrica, ibid., Table 1, line 3; Table 2, lines 5-6, Table 3B, lines 2-3, 5; 
ble 3C, lines 4-5. 
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enough to affect significantly the working of the private investment 
process. Examples are labor policy, monopoly policy, and the genera] 
social climate of approbation or disapproval toward entrepreneurs and 
their activities. I can see no way to bring these factors inside , 
numerical framework; but I have an impression that the model-builders 
whose work I am discussing are giving them less than adequate recog. 
nition both in sizing up the historical record and in drawing policy 
inferences from their models. 


II. Proposals for Improved Model-Systems 


As was pointed out at the beginning of this article, there is no 
excuse for stopping with negative criticisms of existing model-systems, 
Such systems are a useful tool of policy analysis; the question is how 
to improve them. 


Possibilities of Dynamic Model-Systems 


The defects just analyzed trace largely to the attempt to derive static 
relations. Obviously, then, one possible remedy is to try to derive 
“dynamic” systems of relationships, in which the timing of the events 
that the variables measure is taken into account. Methods for such 
an analysis have been developed by the school of econometric workers 
following Tinbergen; and the Cowles Commission is pushing re- 
search along these lines. In principle, a realistically correct system of 
relationships of this type would provide a much better guide than any 
static system since it would show the consequences of following any 
specified path o. policy from a specified date onward. A static system 
could of course be derived from it by solving the equations on the 
assumption that successive values of the active variables were all equal 
(or differed only by a growth coefficient). 

Merely to wait for the completion of this econometric analysis, 
however, is not a safe reliance. In the first place, policy questions wil 
not wait, and the job may prove a long one. In the second place, one 
must not exaggerate the gains from its formal completion. For technical 
reasons, such a dynamic analysis is limited to a rather small part of the 
total mass of available evidence. Its time span is limited by the fact 
that some key series run out not many years in the past. In view 
of the limited number of observation years, of the high inter-correla- 
tion among the various series which might be used, and of computa: 
tion difficulties, the list of variables recognized explicitly has to be 
held down, and cannot take in all those of importance for fiscal policy 
problems. Furthermore, it is always likely in such a statistical operation 
that the apparent weights of different variables in “explaining” the 
changes under study will be misleading because one variable “picks up” 


4 

- wel 
Sti] 
avi 
vat 

I 
Cid 

1 
peg 
je 

( 
No 
var 
nue 
ope 
on 

f 

4 ha: 
VC1) 
In ¢ 
mo 
pro 
4 ra 
li | 
T 
It 

are 


1945 HART: “MODEL-BUILDING” AND FISCAL POLICY 545 


weight which properly belongs to another highly correlated variable. 
Still further, it is likely that the effects of changes in the active vari- 
ables, as distinct from the effects of differences in their levels, might be 
rather drastically altered by the adoption of a strong fiscal policy. 

The suggestions which follow are aimed at patching up static systems 
of the general type discussed earlier in the paper, rather than at 
developing a fully dynamic system. 


Classification of Variables 


A general scheme of classification of variables was suggested at the 
beginning of this article. The list of “active” variables, supposed sub- 
ject to change by positive policy action, should include as a minimum: 

Expenditures by government bodies on “real” goods and services; 

“Transfer payments” (relief, social security benefits, etc.) for which no 

services are received; 

Corporate profits taxes; 

Other business taxes (excise, property, etc.) ; 

Personal taxes (perhaps itemized by types). 


No way to express these variables is ideal for all purposes. The tax 
variables, in particular, are somewhat awkwardly expressed by reve- 
nues, but hard to express in any other way. Public policy, of course, 
operates in the first instance on tax rates and exemptions rather than 
on tax revenues; and for such purposes as explaining the behavior 
of private investment it is primarily rates which are relevant. On the 
other hand, tax revenues lend themselves much better than rates to 
being summed up by indices which can be manipulated conveniently 
in a model system; and revenues rather than rates come in question in 
most of the relations determining consumption. On the whole, i 
probably is best to think of revenues as the variables,” while keeping 
track of the way in which revenues would vary, at different rate levels, 
if product levels were modified. 

As “passive” variables, it is appropriate to list at least: 

Private consumption; 

Private investment (gross or net) ; 

Income payments; 

Disposable income; 

Individual savings. 


It may be appropriate to list separately various components of con- 
sumption, investment, and income payments. Two items seem to be 


“Note that the effects of changes in government expenditure, investment, etc., “other 
things equal,” may be strongly affected by the question whether tax rates or tax revenues 
are taken as part of those “other things.” 


BER 
ent 

ral 
ind 

ers 
O¢g- 

ICV 

itic 

ers 
re. 

nv 

en 

+} 

SIS 
vil] 

one 
tho 

1eW 
Jo. 4 
LIC) 

the 

in’ 
up 


546 THE AMERICAN ECONOMIC REVIEW | SEPTEMBER 


in a doubtful group—to be listed ds “active” variables for analyzing 
some policy possibilities, but as “passive” for others: no' 


Corporate savings (gross or net of depreciation, etc.; if the latter, de. » 
preciation should appear separately among the passive variables) ; we. 
The foreign balance (unless treated as part of investment). sto 


Beveridge and Kaldor appear to regard private investment as ap 
active variable—.e., set in amount by state decisions;* but this point 
of view does not seem to extend to American discussions. As already 
mentioned, the stock of money and the stock of durable goods should 
appear as cumulative variables. 


Structure of Relations 4 in t 


The system of relations among these variables must necessarily in- 
clude the accounting equations (more strictly, identities) which re. 
sult from the fact that most of the active and passive variables are 
components of national product and expenditure. The system must 
also include several equations (or if preferred, diagrams) reflecting 
economic influences, thought of as relations in under-employment or IM 4d; 
in full-employment equilibrium. As a minimum, there must be re Be , 
lations: 


(1) Showing consumption as a function of: 
Transfer payments, 
Other income payments, 
Personal taxes, and 
Money stocks; 


(2) Showing investment as a function of: 

Activity, measured by gross national product or major components 
(it is algebraically convenient to use consumption plus “real” 
government expenditure, less business taxes other than corpor- 
ate profits taxes), 

Current depreciation, etc., 

Current net corporate saving, 

Corporate profits taxes, 

Personal taxes, and 

Stocks of capital goods; 


(3) Showing net corporate savings (if not treated as an active variable 
as a function of: 
Activity, measured as above, 
Corporate profits taxes, and perhaps 
Personal taxes. 


This structure is capable of expressing substantially all the relatior 


” Beveridge, op. cit., pp. 177-78, 349. 
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ps contained in the recent model-systems (besides other relationships 
now left between the lines), in a form that permits testing the effects 
of varying assumptions about the three major functional relations as 
well as varying values of the active variables. On the other hand, it 
stops far short of making all the relevant variables explicit. In particu- 

it leaves “impounded in ceteris paribus” the factors which govern 
ie aaa share of different groups of income recipients in 
come payments, the foreign balance, relative prices, and interest 
ites; and it is not capable of tracing out the path of adjustment in 
case of any quick change in the active variables. A picture of “moving 
equilibrium” can be built up by expressing the cumulative variables 
in terms of successive values of the related active and passive variables 
(the stock of capital in terms of cumulative capital formation less 
cumulative depreciation; money chiefly in terms of cumulative defi- 
cits), and by introducing trend factors into the basic equations; but 
there should be no pretense that this is a substitute for full dynamic 
treatment. 
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Admission of Evidence and Handling of Uncertainty 


At least pending completion and audit of “dynamic’’ statistical 
studies, we can scarcely avoid imitating the builders of the recent 
model-systems, and piecing together impressions of the parameters 
of the system from scattered sources. Generally speaking, the relations 
in which we are interested are such that a statistical “regression analy- 
sis” for part or all of the inter-war period is a sensible way to assemble 


pat least part of the evidence. But as will be seen from the criticisms of 


a number of such analyses which are offered earlier in this paper, there 
is a good deal of doubt as to the possibility of finding out much about 
ie effects of levels of the various magnitudes in question from the 
record of the inter-war period, in view of the prominence of fluctuations 
uring that period. 
here seems to be no room for a testing of such a static model-system 
AS a pyre by “fitting” it to past periods and checking its hind-casts. 
/nfortunately the instability of the inter-war period was such that 
he only period in which levels rather than fluctuations may have been 


scominant was 1926-28. It might be reasonable to require that a model- 
Fystem set up for the post-war should “fit” 1928. But in view of the 


robability that trends were important, this test is too easy; any system 
an be made to “fit” by apparently reasonable trend allowances. 

The art of handling such a system is to try to make reasonable 
allowances for uncertainty about such magnitudes as the marginal 
propensity to consume by inserting a whole battery of alternative as- 
sumptions in succession and attempting to map out the field of reason- 
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ably likely equilibrium positions. As was noted above, the recently 
published model-systems are deficient in this respect. They allow fo, 
alternative values of the active variables; but they are stated in terms of 
single-valued assumptions regarding the basic relations listed above 
except for some contemplation of alternatives for private investment. 


General Character of Results 


My own attempts at model-building have not yet reached the point 
where I am satisfied with my map of possibilities, and in any case 
would require too much space and too much technical analysis for 
publication here.** But some sketch of preliminary results seems jn 
order here. 

To begin with I conclude tentatively that to estimate even within 
10 per cent the level of gross national product corresponding to a given 
set of active variables is likely to be very difficult. All the uncertainties 
of the situation are compounded at this point. The presence and 
strength of a tendency for the standard of living to adjust to income; 
the presence and strength of an influence of “excess liquidity” on con- 
sumption and investment; the strength of the influence of activity on in- 
vestment; the presence and intensity of a long-run shortage of real capi- 
tal relative to post-war labor force and income levels—all are very deep- 
ly uncertain, and all are highly relevant. It cannot be disproved that 
there is a possibility of under-employment equilibrium, at levels so low 
as to mean very serious unemployment.” But neither can it be disproved 
that there is a possibility of equilibrium at full employment with a 
relatively orthodox fiscal pattern.** Not until we have at least a few 
years of post-war experience can we expect to make good estimates 
of this sort. 

On the other hand, it appears that we can estimate a good deal more 


* A technical analysis is in preparation with a view to possible publication elsewhere; 
and some figures are given in the Appendix to this paper. 

* This may be seen from the figures based on Mosak given in the text above, pp. 542-4! 
At a $150 billion level of GNP (which at the assumed 1944 prices means very heavy 
unemployment), a balanced governmental budget of around $30 billion (calling for 
1944 business taxes and 1941 personal taxes, plus about $1.2 billion of additional reve- 
nue) would leave a need of $23 billion of private investment, which might very possibly 
not be forthcoming. These figures seem to me to have a pessimistic “slant,” but a 
definitely not off the map of possible outcomes. 

“With relatively low (1940) taxes, Mosak shows $37 billion of private investment 
needed to give a $200 billion GNP with a balanced budget. This is no larger relative 
to GNP than the investment of the best years in the 1920's, but does look to be oo 
the range of reasonable likelihood as an equilibrium (rather than a peak) position ! 
the post-war. Adjustments to correct Mosak’s pessimistic “slant” on the items of tt 
calculation, however, suggest about $31 billion for required private investment, W® 
is not at all out of the range of possibilities so far as I can see. 
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definitely the effect of a marginal billion of budget deficit or surplus 
on the equilibrium position. As so often happens in economics, there 
is a better basis for forecasting the differential effect of preferring one 
policy to another than for forecasting the absolute effect of either. My 
tentative conclusion is that an extra billion of deficit corresponds to 
at least an extra 5 billion dollars added to the equilibrium gross national 
product, and perhaps 10 billion or more. This may be roughly checked 
from Mosak’s figures above.** It follows that we can plan on the as- 
sumption that a change of a billion or two in the government surplus 
or deficit is quite large in terms of its long-run effects; impact effects, 
however, are a separate problem. If the period in question is long 
enough or the size of the surplus or deficit great enough to affect the 
quantity of money significantly, effects may be greater. 


III. Policy Uses Of Model-Systems 


If we could suppose that a model-system could give a perfect forecast 
—not only of equilibrium positions but of transitional reactions taking 
effect at stated dates—such a syStem could provide substantially all the 
needed data for fiscal policy. We should simply have to ask our model- 
system what would happen under different policies, and advocate that 
policy (or cluster of alternative policies) under which the outcome 
would be satisfactory. 

The only trouble with this pipedream is the imperfection of fore- 
sight. The mere fact that the recently published model-systems (as 
well as that developed in connection with this paper) are static testifies 
that they are incapable of guiding policy in this way. Furthermore, as 
already indicated, the parameters determining the locus of equilibrium 
positions are subject to great uncertainty. What use have we for a fore- 
casting machine whose results must be regarded in advance as un- 
certain? 

The answer is, of course, that policy cannot allow itself either to 
become a slave to a particular forecast or to be paralyzed by un- 
certainty. Because our foresight is imperfect, we must be in a position to 
adapt policy as circumstances develop. But to say this does not get us 
; * Looking at the revenue-estimate part of the table on p. 543 above, the $31 billion 
hgure for $160 billion of GNP in line 2 (with 1941 income tax rates) would correspond 

revenue in line 3 (at 1940 income tax rates) of $31 billion at about $185 billion of 
GNP. If private investment were the same in both cases, government expenditure would 
have to go up by ($35.1 + 32.7)/2-$26.2, or about $7.7 billion for a $25 billion rise in 
GNP. On the other hand, Mosak’s model-system provides for a $1 billion drop in the 
Social Security deficit between these points, so that the net rise in governmental deficit 

ly $6.7 billion if investment is constant. A 5/1 ratio between added GNP and added 


1S 
deficit is therefore obtained if the added $25 billion of GNP (coupled with a sharp tax cut) 
can generate a difference of as much as $1.7 billion in private gross capital formation. 
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around the necessity of making some advance commitments in the light 
of such foresight as we can muster. 


Essential Advance Commitments for Monetary-Fiscal Policy 


The main advance commitments which seem to be unavoidable may 
be listed as follows: 


(1) Scale of routine operations of government; 

(2) Scope of subsidies, social security benefits, and other transfer 
payments; 

(3) Range of socialized or semi-socialized industries constituting 
the field for public investment; 

(4) Structure of the revenue system (types of taxes, etc.); 

(5) Standard tax rates and exemptions; 

(6) Advance preparation for manipulation of revenues and ex- 
penditures; 

(7) Provision for control of the money supply, and for manipula- 
tion of that supply through public debt operations, central bank 
policy, etc. 


The models help primarily toward solution of the first five questions; 
the last two turn chiefly on the amplitude of fluctuations likely to 
arise from “dynamic” factors, and secondarily on the probable error 
of forecasts of equilibrium positions. 

Other factors bearing on the first three questions suggest that, for 
all government bodies combined, expenditures below 25 billion dollars 
(probably below 30 billion) are out of the question; on the other 
hand, if it were not necessary to limit the size of deficits to avoid 
inflation, other considerations would not maintain any large volume of 
taxes. Mosak’s figures suggest that, with taxes completely abolished, 
only about 45 billions of government expenditure plus private in- 
vestment would be required to fill out a full-employment national 
product.*’ It follows that tax cuts are definitely capable of generating 
any deficit conceivably needed (unless for a temporary emergency) 
without any “abnormal” government spending at all and that, even 
if deficits are limited only to avoid inflation, all public spending pro- 

" The effect of dropping all taxes, in Mosak’s $200 billion model, would be as follows 


Eliminating $16.4 billion of business taxes would raise “private gross product” from 
$166.6 to $183.0 billion; 

Eliminating $6.6 billion (or more) of corporate taxes as well would raise “national 
income after corporate taxes” from $166.5 billion (or less) to $189.5 billion, and income 
payments from $166.5 (or less) to about $182 billion; Ai 

Eliminating $7.8 billion (or more) of personal taxes as well would raise disposabeé 
income from $149.4 billion (or less) to $182 billion, and consumption from $125! 
billion (or less) to $155 billion. 
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posals need to be justified as worth the levying of otherwise avoidable 
taxes of roughly the same dollar amount. The alleged necessity of 
planning for gigantic outlays does not follow from the models; if this 
claim of necessity can be defended, it must be not merely in terms 
of the likelihood that a deficit will be needed, but in terms of some com- 
bination of superior effects on long-run productivity, higher priority in 
terms of immediate enjoyments by the public, or superior flexibility for 
meeting dynamic shifts, as compared with tax cuts. 

There does seem to be a pretty strong case against the possibility of 
maintaining prosperity with a large budget surplus continued over a 
long period of time. The case rests, on closer analysis, on the assump- 
tion that the effects of war-accumulated liquidity on consumer and 
business expenditure will not pull savings for long below “normal” per- 
centages of income. But the likelihood that we may need to operate 
in the range from a 5-billion-dollar surplus to a 5-billion-dollar deficit 
seems very strong. This implies, in regard to questions (4) and (5) that 
we cannot afford not to maintain the structure of a really powerful tax 
structure—though we may be able to use it a good deal below capacity. 


Flexibility 


The initial commitments should include provision for flexibility to 
cope with surprises in the short run—before we have either had time to 
adjust the basic structure of the fiscal system or even to determine 
whether the deflationary or inflationary drifts we are experiencing 
are deep-seated enough to justify such an adjustment. 

How far it is desirable to build automatic flexibility into the system 
(as by extending current tax payments or social security), or how 
far it is desirable to set up machinery for swift changes in tax collec- 
tions, transfer payments or public works depends on our estimates of 
the degree to which we may be surprised by future developments despite 
all foresight. Such estimates cannot be derived from static models. As 
was indicated above, the model-builders in their pre-occupation with 
equilibrium have tended to push into the background the whole ques- 
tion of economic fluctuations. If the whole problem were simply how to 
keep on operating a stabilization system with twenty years of success- 
{ul stabilization behind it—which seems to be the problem Beveridge 
and many of his disciples set themselves—this consideration might be 
unimportant. But between us and this happy state lies not merely the 
immediate post-war transition but a much longer period during which 
the reverberations of past fluctuations and the public’s willingness to 
speculate in ways which imply the failure of stabilization may be very 
troublesome. My feeling is that an adequate fiscal-monetary system 
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for this stage of economic stabilization should be able within six months 
to arrest—better, of course, to reverse—the effects of a 5-billion-dolla; 
drop in the annual rate of private investment. But this is a provisional 
finding, subject to revision as relevant evidence turns up. 


Contingent Policy 


The school of economists from which these model-systems spring 
seems to feel that the only lesson economists need to convey to the pub- 
lic is that goverment spending can remedy depressions. Certainly it 
would be irresponsible at this stage of the nation’s history to poob- 
pooh the deflation danger or the usefulness of deficits (if not necessarily 
of spending) to correct it if and when it strikes. For while deflation may 
not be a continuous threat, we can certainly not hope to get through 
the next ten years—probably not through the next five—without con- 
fronting strong deflationary pressure at some stage. 

Particularly in view of the strong political pressures against con- 
tinuation of effective price control, however, it would be irresponsible to 
overlook the inflationary dangers in sight for the transition. Further. 
more, it would be also irresponsible to overlook the likelihood of a 
fairly prolonged post-war plateau if the transition from war to peace 
goes well. Such a one-sided view may not only contribute to inappro- 
priate policies during the years in question but also interfere with the 
application of anti-deflationary policies when needed. If we persuade the 
public now that it should put all its vigilance into watching for the 
deflationary wolf, an inflationary experience would be terribly mis- 
leading to public opinion. By the time the boom gave way and the wolf 
became really dangerous, the public might have made up its mind he 
did not exist. The deflationary wolf is real; but he may not be the 
nearest peril. It is the business of the economic profession to convey 
that there are inflationary contingencies and deflationary contingencies; 
that there are policies appropriate to each; and that there are ways to 
plan the initial commitments of policy which leave us in a position to 
meet either contingency. 


APPENDIX 


It is impossible within the scope of this article to present a full-dres 
discussion either of the mathematics of model-systems or of the empiricd 
magnitudes involved. But at least a sketch should be presented here to givt 
the reader an impression how far my disagreements with the model-builders 
referred to above are concrete, For brevity, I have limited my direct compat: 
sons to Dr. Mosak’s model-system. 

My disagreement is on two fronts: (1) I believe the basis on which Mos 
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and also several of the other model-builders) set up their relations is 
likely to give a misleading impression as to the réle of government ex- 
oenditures in a full-employment policy; and (2) I believe the assumptions as 
to concrete magnitudes adopted by Mosak are off at one edge of the field 
f reasonably likely values, giving an extremely pessimistic forecast of the 
functioning of the private economy in a form that suggests it is a middle- 
‘-the-road forecast. 


Basis of Presentation; The Multiplier Proper 


The dispute over the basis of presentation may most easily be visualized 
in terms of a family of “multiplier” concepts. In a nutshell, a Keynesian 
‘multiplier’ shows the ratio between a change in the level of national product 
and the change in the level of “offsets to saving” which is necessary to sustain 
it, Since saving is assumed to be higher when incomes are higher, and “offsets” 
must equal saving, the amount of offsets needed per unit of added GNP may 
be inferred if we know how much saving will rise per unit of added GNP. 
If we think in terms of a billion dollar increment of GNP, the “multiplier” 
is a fraction with a numerator of unity and a denominator which is either 
the sum of the increments of individual and of corporate (ex post) saving or 
the sum of the offsets provided by business and goverment—+.e., the sum of 
the increments of investment and of government deficit. (Since we are thinking 
in terms of GNP, we may think of both savings and investment as gross of 
depreciation and related accounts, but of savings as met of dis-savings by 
individuals outspending their incomes and by corporations paying dividends 
out of surplus.) In algebraic notation, if we write E for government expendi- 
tures, T for tax revenues, J for private gross capital formation, the multiplier 
is d(GNP)/d(E—T +1). 


Expansion Factor Implicit in Mosak Analysis 


Dr. Mosak’s point of view may be paraphrased as follows: Of any incre- 
ment of GNP, only a fraction becomes an increment of consumers’ disposable 
incomes, the remainder being absorbed by “leakages’”—chiefly increments 
of taxes and corporate savings. Of the increment of disposaMe income, only 
a fraction is spent, since part is saved. If (say) 3/8 of the increment of GNP 
goes in “leakages” and 1/5 of the remaining 5/8 is saved, then only half 
of any increment in GNP can be accounted for by added consumption. If a 
balanced budget for federal, state and local governments combined would 
lead to an under-employment equilibrium with GNP at $130 billion, to 
continue the illustration, this could be raised to $200 billion only by adding 
$35 billion to the sum of government expenditure and investment. This two- 
fold expansion represents a magnification factor similar to the multiplier 
as above defined except that the denominator lacks the term for taxes; the 


s factor is to be written d(GNP)/d(E+1). If tax rates are constant, taxes 


will of course move parallel to GNP, so that this factor by definition must be 


less than the Keynesian multiplier. 
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This approach to the problem implies a very curious sort of fiscal policy. 
In terms of the hypothetical illustration of the preceding paragraph, getting 
up from an under-employment equilibrium at $130 billion to a full-employ. 
ment equilibrium at $200 billion implies an increment of $35 billion in th 
sum of investment and government expenditure, of which the lion’s shar 
is to be assigned to government expenditure. But it also implies a rise jp 
revenues of the order of $15 billion. The implied program is to raise tay. 
financed government expenditures from $25 to (say) $40 billion, deficit. 
financed expenditures from zero to (say) $15 billion, a raise of (say) $5 
billion in private investment making up the remainder of the $35 billion in. 
crement in the sum of investment and government expenditure, and con. 
sumption rising $35 billion. Assuming that experience demonstrated that ; 
balanced budget yielded the $130 billion under-employment equilibrium, jt 
is hard to imagine who would advocate this sharp rise in tax-financed ex. 
penditure.* 


Leverage Factors 


As a guide to the problem of fiscal policy, it would be more useful 
present results of analysis on a different basis, in terms of what Dr. Hansen 
calls “leverage factors.”* If deficit-finance? government expenditure and 
consumption are both at a higher level, both depreciation and net capital 
formation may be expected also to be higher; and when the change in 
deficit is thought of as the “active” factor, it is natural to regard the higher 
investment as a by-product. The “leverage factor” is to be calculated by 
reducing the denominator of the “multiplier,” so that it becomes d(GN? 
/d(E—T). The leverage factor must therefore exceed the multiplier. | 
principle, different leverage factors must be recognized for deficits arising 
from added expenditure (if desired, classified by type), or reduced tax revenue 
of any of the major sorts. 


Concrete Differences 


In principle, all these variants of the multiplier concept lend themselves 0 
calculation from any given set of assumptions about “leakages,” marginal 
propensities to consume, influences of output upon revenues, etc. As was indi: 
cated above, my impression is that Dr. Mosak and the other model-buildes 
whose work is discussed in this paper have introduced a marked pessimistic 
slant into their underlying assumptions, My reasoning on the chief items 0! 
the calculation is indicated in the text. The following tables tie these items 
together in terms of the three multiplier concepts just discussed. 


*I can see no reason to differ with the finding of the model-builders (Musgrave, 4” 
Econ. Rev., Vol. XXXV, No. 3, pp. 387-400; Beveridge, op. cit., pp. 262-63) that the 
theoretical possibility of eliminating a “deflationary gap” by having a very large balanced 
budget would call for so large a budgetary adjustment that it could never become é 
practical counsel. 

* Fiscal Policy and Business Cycles (New York, Norton, 1942), p. 264. 
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Olicy 
tting I—EstTrmaTion OF MuLttipryinc Factors—Taxes at 1944 Levets ExcEept For 
ploy. REPEAL OF Excess Prorits Tax 
Moder- | Moder- Ex- 
_ Slant” of assumptions, expressed in | tremely | Mosak*| ately | ately | tremely 
Se In terms of resulting multiplier low | Low | High High 
tar- 
aficit- Marginal rates of change (per unit of GNP 
except as ne ted under G): 
‘ \) Tax revenues: 1944 taxes, except for! | 
repeal of excess profits tax an | .30 .28 26 
COn- B) Depreciation, reserves, etc. | -o | .02 .02 .02 
hat 2 ( Net corporate saving .04 | 05 | 02 | 01 01 
m D) Decline in foreign trade balance | 04 | 01> | .02 .00 00 
i E) Sum of (A) through (D): 
Total leakages 43 .39 .36 31 29 
I 1-E) Residue after leakages .57 61 64 69 71 
G) Marginal propensity to consume 
per dollar of additional dis posable in- 
ul t come .77 .80 .83 89 91 
unsen H) (F)X(G) Marginal propensity to 
an consume additional GNP 44 49 53 61 65 
(1-H) Reciprocal of Mosak expan- 
sion factor | .56 51 47 39 
igher K) (F)X(1-G) Marginal individual 
d by savings .13 .12 11 08 06 
‘NP I \) Leakages other than taxes 11 .08 06 03 03 
r. In M K)+(L) Gross private savings: re- 
isi cal of multiplier .24 .20 .09 
Marginal domestic gross capital for- 
mation .03 .05> 04 06 | O08 
P) (M N) Reciprocal of leverage 
- fa r 21 15 13 05 01 
ginal ( ed multiplying factors: 
in Q) 1/(J) Mosak expansion factor 1.8 2.0 a4 2.6 2.8 
Iders R) 1/(M) Multiplier proper 4.1 5.0 59 9.4 11 
S) 1/(P) Leverage factor 4.7 6.6 Pe 18 _- 
sted multiplying factors with corporate | 
tems ngs constant 
Q’) Mosak expansion factor | 1.9 2.1 2.7 2.9 
R’) Multiplier proper | 4.8 6.2 6.6 10 12 
Leverage factor | 5.6 8 9 2 9 27 
- B ised on range from $150 to $200 billion of GNP. 
tudes suggested by Mosak; midpoint of “moderately high”’ and “moderately 
i al 
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TABLE II—EstTIMATION OF MULTIPLYING FACTORS—INDIVIDUAL AND CORPORATE INcowr 
Taxes AT 1940 Levets, Orner Taxes at 1944 LEVELS 


Ex- Moder- | Moder- Ex- 
Slant” of assumptions, expressed in tremely | Mosak*| ately ately | tremely 
terms of resulting multiplier Low Low High High 
Marginal rates of change (per unit of GNP 
except as noted under G): 
(A) Tax revenues: individual and cor- 
porate income taxes at 1940 rates 
and exemptions; other taxes at 
1944 rates .20 .19 .19 16 
(B) Depreciation, reserves, etc. .03 .02 .02 .02 .02 
(C) Net corporate saving .04 .04 .02 .01 01 
(D) Decline in foreign trade balance .04 .O1> .02 .00 .00 
(E) Sum of (A) through (D): 
Total leakages .26 -20 | 
(F) (—E) Residue after leakages .69 74 75 .80 | 81 
(G) propensity to consume 
dollar of additional disposable income, .77 .80 .83 89 | 
(H) (F)X(G) Marginal propensity to 
consume additional GNP .53 .59 .62 
(J) (1—H) Reciprocal of Mosak expan-| 
sion factor | a | 
(K) (F)X(1—G) Marginal individual | 
savings | .16 15 13 .09 | 07 
(L) (E)—(A) Leakages other than taxes 11 .07 .06 .03 .03 
(M) (K)+(L) Gross private on 
reciprocal of multiplier .19 12 | 
(N) Marginal domestic gross capital for-) | 
mation .03 05> .04 | .06 08 
(P) (M)—(CN) Reciprocal of leverage 
factor .24 17 15 .06 02 
Computed multiplying factors: 
(Q) 1/(J) Mosak expansion factor 2.1 2.5 2.6 3.5 | 3.8 
(R) 1/(M) Multiplier proper 3.7 4.6 5.3 8.5 | 9.7 
(S) 1/(P) Leverage factor 4.2 6.0 6.8 BF | 43. 
Adjusted multiplying factors with corporate 
savings constant: 
(Q’) Mosak expansion factor 3.5 2.8 3.6 3.9 
(R’) Multiplier proper 4.2 5.4 5.8 | 10. 12 
(S’) Leverage factor 4.8 7.4 7.6 26. i= 


* Based on range from $150 to $200 billion of GNP. 
b No magnitudes suggested by Mosak; midpoint of “moderately high” and “moderately 


low” adopted. 


nm Ss 


cen 
tiol 
nor 
LOW 
an¢ 

(ne 

if 

> 

I 

( 

Z 


1445] HART: “MODEL-BUILDING”’ AND FISCAL POLICY 557 
We may conclude that: 

OME (A) Under 1944 taxes, the multiplier proper is over twice the expansion 
actor which sums up Dr. Mosak’s analysis, and the leverage factor substan- 

_ tially larger again. These differences widen as assumptions on consumption 

a and investment grow more optimistic. 

ry (B) While under 1944 taxes, the Mosak expansion factor is only 24 per 


—— cent larger on the “moderately high” than on the “moderately low” assump- 
tions, the multiplier is 60 per cent larger, and the leverage factor 135 per cent 
substantially affected by the actual size of leakages, marginal propensity to 
consume, and investment sensitivity; and accordingly we must take it as 

16 decidedly uncertain. 

02 (C) On these assumptions refusal to tolerate a “leakage” through net cor- 


“ porate savings would substantially raise the multiplying factors. 

ll (D) Similar conclusions hold under 1940 income taxes; though the effect of 
lower income taxes in favoring savings lowers somewhat the multiplier proper 

- and the leverage factor. 

7 A Sample of Contingent Calculations 


As indicated in the text, my view is that a satisfactory handling of these 
i4 questions involves formulating sets of relations in algebraic form, solving 
the resulting equations, and working out the consequences of variations over 
the field of likely values in the parameters expressing marginal propensity to 

msume, etc. There is space here only for a sample of the results. 
07 Suppose the basic relations are given by:* 


ane (1) 
(2) 1 = 
10 (3) CS = k+m(RE+C—BT)—n(CT). 


This is of course not the only possible linear approximation to such a set of 
relations; but I think its form is not unplausible. 

Suppose now we try to measure the “leverage factor” for RE upon GNP, 
02 in terms of possible values of the constants c (marginal propensity to con- 
— sume income payments) and g (marginal propensity to invest net receipts 

of business from sales to non-business buyers). We must of course adopt 
- suppositious values for the parameters # and m (which are the only two 
parameters other than c and g which under these assumptions bear upon this 


denotes consumption expenditure. 

TP denotes transfer payments. 
, RE denotes “real” government expenditures. 

denotes gross capital formation (investment). 

| CS denotes corporate saving, gross of depreciation, etc. 
=. CT denotes corporate profits tax revenue. 

BT denotes other business tax revenue (chiefly excise and property). 
-ately PT denotes personal tax revenue. 

M denotes stock of money. 
Z denotes stock of durable goods. 
Small letters denote parametric constants. 
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leverage factor) ; we may write 4 (marginal propensity to invest gross corporate 
savings) as 0.50, and m (marginal propensity of corporations to save net 
receipts from non-business buyers) as 0.05. The leverage factor then work; 
out as follows: 


78 80 82 84 86 388 .90 9? 
g 
.00 4.3 4.7 5.1 5.7 6.5 7.2 8.4 10.2 
01 4.5 4.9 5.4 5.9 6.8 7.8 9.1 11.1 
.02 4.7 5.1 5.7 6.4 7.2 8.4 10.0 12.4 
.03 4.8 5.4 6.0 6.8 7.8 9.1 11.1 14.0 
04 5.1 5.7 6.4 7.2 8. 10.0 12.3 * 
05 5.4 6.0 6.7 7.7 9.1 11.0 13.9 * 
06 5.6 6.3 ra 8.3 9.9 12.2 * * 
07 5.9 6.7 7.7 9.0 10.8 13.6 * * 
08 6.3 7.2 8.2 9.7 11.9 ° * * 
09 6.6 7.5 8.8 10.6 13.3 * 
10 7.0 8.0 9.5 11.6 14.9 * * * 


* denotes over 15.0 


As indicated above, the range of c from 0.83 to 0.89 may be taken as likel; 
and the range of g from .04 to .06, giving leverage factors from about 6.8 to 
about 14. This calculation is somewhat more refined than that in the tables 
earlier in this Appendix, allowing for influences via corporate savings, etc. 
but it will be observed that these limiting values match roughly with those 
obtained in the previous table. 

The algebra of this model-system shows rather similar leverage factors for 
all the fiscal active variables upon GNP. The general order of magnitude 
of all these leverage factors is given by cr when r is a factor equal to 


1 
—_________——_———; and while the coefficients of cr and the terms not 


1—c—cg+cm—chm 
containing cr differ somewhat from variable to variable, the differences roughly 
cance! out. 
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CORPORATE RETAINED EARNINGS AND CYCLICAL 
FLUCTUATIONS 


By SErcEI P. 


Corporate retained earnings, which reached high proportions during 
the twenties but were at a low ebb during the thirties, have in recent 
years again become a significant component of the total savings in the 
economy.’ If business remains good and profits substantial in the post- 
war period, there is reason to believe that the practice of “plowing 
back” a considerable part of net earnings will continue. 

Two approaches have distinguished the study of retained earnings in 
the last two decades. Students of economic theory have been interested 
in the subject mainly in connection with the investigation of cyclical 
fluctuations in the economy. Students of corporate finance, on the other 
hand, have approached the subject principally from the standpoint of 
the rights and interests of stockholders and management in individual 
enterprises. 

This paper is chiefly concerned with the relation between retention 
of earnings and cyclical fluctuations. Issues pertaining to corporate 
finance, however, are also necessarily involved. For the effect of retained 
earnings on the amplitude of cyclical swings depends upon the amounts 
retained, the type of assets in which they are invested, and the character 
of charges made against surpluses during depressions. And these fac- 
tors, in turn, are dependent in a large degree upon the attitudes of the 
owners and managers of corporate enterprises. Therefore, the last 
section considers the question of how the position of these parties is 
affected by the practice of retention. 


I 


The writers defending the policy of retention of earnings contend 
that it enables corporations to build up financial strength during the 
periods of business expansion and therefore increases their power of 
resistance to the adverse forces generated during the periods of business 


* The writer, until recently associated with the National Bureau of Economic Research 
and at present with the Office of Strategic Services, is indebted to Professors Norman S. 
fanan and David L. Dodd for valuable critical comments on an earlier version of the 


paper. The views expressed by Mr. Dobrovolsky are his personal opinions. 
‘The discussion in this paper is confined to nonfinancial corporations. 
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contraction. In contrast, the opponents of this policy contend that it 
tends, for a variety of reasons, to intensify the cyclical fluctuations,’ 
The analyses of this problem in the past have made it clear that any 
attempt to substantiate either contention with adequate statistical 
evidence meets with very great difficulties. It would be quite beyond 
the scope of this paper to attempt any further examination of the 
statistical data. Our purpose here is to reéxamine the basic theoretical 
arguments, with a view to defining clearly the economic conditions 
under which the various alleged effects of corporate saving and dis- 
saving may be expected to become significant. 

It is hoped that this reéxamination, even though it is on an abstract 
and theoretical plane, may contribute to a clearer understanding of the 
potentialities of the situation which we are likely to be confronted with 
in the post-war period. 

We shall consider, first, very briefly, the economic significance of 
the process of accumulation of surplus from earnings during the periods 
of business expansion and then, in some more detail, the economic 
significance of the reverse process of corporate dissaving that is usually 
witnessed during the periods of business depression. 

Some opponents have claimed that an accumulation of corporate 
surpluses and reserves increases the aggregate amount of saving in the 
community and, consequently, makes it more difficult to maintain the 
economy in equilibrium at a high-income level. In so far as the retention 
of earnings leads to an accumulation of cash balances (i.e., to hoard- 
ing) it obviously tends to diminish the current effective demand.* But 
even if corporations promptly invest retained earnimgs in operating 
assets, the equilibrium is imperiled, according to these critics, by the 
fact that insufficient investment outlets are left for savings made by 
individuals. 


* An excellent brief statement of the main reasons given by the opponents is found in 
F. Machlup’s article, “Forced or Induced Saving” in The Review of Economic Statistics 
(February 1943). Dr. Machlup states: “This practice of ‘self-financing’ deprives the stock- 
holders of the free choice to consume their earnings or to save them, and, in the latter 
case, to invest them in the same enterprises or elsewhere. A number of evil consequences 
are attributed to this type of ‘forced saving’: that investible funds are misallocated, be- 
cause the self-financing corporation avoids the probing by the capital market and the 
selective test of the interest rate; that the directors, disposing of this easy money, pul 
prestige considerations ahead of profit calculations; that the corporations hoard the un- 
distributed funds and thus may aggravate a depression; that the corporations invest the 
funds and thus may cause overinvestment booms which are apt to be followed by crises 
and depressions” (pp. 37-38). 

* However, in a situation where inflationary tendencies are at work a certain amount 
of hoarding of cash by corporations may have a stabilizing rather than a disturbing 
effect. If the cash accumulated during the expansion phase of the cycle is injected into 
circulation during the contraction phase, a further favorable effect on the economy 5 
likely to be produced. This point will be dealt with in the following pages. 
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Another argument against the retention of earnings has been that 
the investment of retained funds is likely to be to a large extent an 
“ynwise” investment: in operating with the funds obtained from the 
internal source in a semi-automatic manner, without submitting com- 
petitive bids in the capital market, the management is apt to be unduly 
susceptible to speculative motives or to mere prestige considerations, 
which can easily lead to misallocations of resources from the point of 
view of the community as a whole. 

The defenders of the policy of retention, on the other hand, have 
emphasized the point that the greater amount of freedom which cor- 
porate executives enjoy in investing funds from the internal source 
enables them in many instances to embark upon new projects, involving 
important technical improvements and innovations, which could not be 
financed by outside funds except, perhaps, in times when optimism 
runs especially high in the capital market. 

It would hardly be wise to deny entirely the validity of any one of 
the contentions mentioned above. But the relative importance of the 
factors referred to and the net effect of their action and counter-action 
are open to question. It appears probable that the propensity to save 
would be somewhat lower in the community as a whole if corporate net 
earnings were distributed among stockholders im toto. For one could 
hardly expect that, in such an event, the entire addition to the stock- © 
holders’ income would be saved and their consumption expenditures 
would not be increased to any extent at all. On the other hand, there is 
reason to believe that the policy of retention tends to increase the 
amount of new investment in the economy. Corporate managements 
may be able to find and exploit investment opportunities that would 
remain unnoticed or would not appear attractive enough to “outside” 
investors. The managers are likely to have better knowledge of market 
potentialities. Furthermore, reinvestment of earnings does not entail 
the same pressure from the owners of the funds for a return, as in the 
case when new securities are issued. These considerations indicate that 
the policy of retention may help push investment in the economy be- 
yond the limit which the interest rate and the marginal efficiency of 
capital would set for it if business had to obtain all new funds from 
the capital market. 

Thus, it is possible that a greater propensity to save in the economy 
where corporate savings are high will be counterbalanced by a greater 
propensity to invest, so that there will be no occasion for a disequi- 
librium to arise. 

It must be admitted, of course, that the managements of some cor- 
porations may pursue the policy of retention primarily with a view to 
building up cash reserves and not to expanding operating assets. Sta- 
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tistical investigations suggest, however, that in general corporations 
have not shown any tendency to accumulate “idle” cash during the 
periods of cyclical expansions in the past decades. It is in times of 
cyclical depression that a tendency to accumulate cash in excess of 
transaction requirements has been observed.* We shall revert to this 
point later, when considering the periods of depression. 

As to the argument that reinvestment cf earnings is apt to lead to 
misallocation of resources, this contention has not been, and can hardly 
ever be, verified statistically. Doubtless, there have been numerous 
cases in which reinvestment of earnings has led to disappointing finan- 
cial results. But the point at issue is whether or not the financial results 
of new investments made with the internal funds have on the average 
been less satisfactory than the financial results of new investments 
made with the funds obtained from the security markets. It has been 
rightly pointed out that the idea that somewhere in the capital market 
there are omniscience and wisdom in the use of corporate funds is quite 
unrealistic.’ Security markets are subject to waves of overoptimism and 
overpessimism to such a great extent that a mere assertion, unsupported 
by factual evidence, that misallocation of resources could be eliminated 
or even reduced materially by forcing corporations to obtain all funds 
for new financing from the capital market, does not look very con- 
vincing. 

As mentioned above, corporations may reinvest earnings without as 
much concern for the rate of return as would be the case if the funds 
in question had to be obtained from the capital market. While this 
admittedly means that some funds may not be put to use where they 
could obtain the highest rate of return, it also means that some funds 
may be invested, which would not be put to use at all if an outlet for 
them had to be found through the capital market. The latter situation 
would be indicative of a greater degree of utilization of resources rather 
than of their misallocation. 

To sum up: while the policy of retention of earnings may possibly 
aggravate conditions in the course of the expansion phase of the cycle, 
its influence should not, on balance, necessarily be adverse. For this 
policy affects the economy, of the type that we have in this country, 
in more than one way, giving rise to developments that tend to ofiset 
one another. 

II 


We may now turn to a consideration of the significance of corporate 
dissaving during the periods of business contraction. During such 


*Cf. Friedrich A. Lutz, Corporate Cash Balances, 1914-43, p. 5. 
*Cf. Norman J. Silbering, The Dynamics of Business (New York, 1943), p. 446 
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oeriods the earned surpluses (#.e., the accumulated undistributed earn- 
ings of the past years) of most corporations have been reduced owing 
to the payments of dividends in excess of current earnings and, in many 
cases, also on account of the deficits. Defenders of the prevailing cor- 
porate policies have claimed, first, that business dissaving in times of 
depression helps to maintain to a better extent the volume of payments 
in the economy and consequently tends to mitigate the severity of 
business contraction and of unemployment; and, second, that the ability 
to incur dissaving depends largely on the existence of the previously 
accumulated surpluses. We shall consider both contentions in turn. 

As regards the mitigating réle of business dissaving, it has been 
stated, for instance, that in the six years following 1929 American 
business paid out 34.5 billion dollars in excess of receipts, in the form 
of wages, taxes, dividends and other obligations which could not be met 
out of the low level of current gross income.*® Such statements create 
an erroneous impression that during the periods of depression corpora- 
tions are able to put into circulation vast amounts of cash over and 
ibove the amounts flowing into their cash accounts from other parts 
of the economic system. It is sufficient to point out in this connection 
that the aggregate amount of cash balances of all nonfinancial corpora- 
tions in this country was 7.3 billions at the end of 1929 and 6.7 billions 
it the end of 1935. Since a change in the cash balance over any given 
period is always a resultant of all cash receipts and all cash payments 
made within that period, it should be clear that payments of these 
corporations exceeded their receipts, over the 6-year period referred 
to above, by .7 billion only. In times when bank loans are expanded 
itis possible for business enterprises to inject new cash into the economy 
without diminishing their cash balances. But during the years con- 
cerned, corporate economy, considered as a whole, reduced its bank 
indebtedness, which means that there was destruction, and not creation, 
of cash through that medium. 

The vast amount of business dissaving mentioned above indicates not 
the excess of cash payments over cash receipts, but the excess of total 
costs plus dividends declared over total revenues.’ The relationship 
between payments and receipts on the one hand and between costs and 
revenues on the other must be sharply distinguished from each other. 
Payment of a debt has no direct bearing on costs; receipt of cash con- 


*Cf. Capital Goods and the American Enterprise System (The Machinery and Allied 
‘roducts Institute, 1939), p. 45. 

S Attention to this difference has been drawn by Don D. Humphrey in his article 
“Surpluses, Income and Employment,” Am. Econ. Rev., Vol. XXVIII, No. 2 (June, 
1938), pp. 223-34. In the present paper it is discussed in somewhat greater detail. While 
in agreement with Mr. Humphrey on this point, the writer differs from him on some 
‘hers, with the result that divergent general conclusions are reached. 
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sequent upon a sale of securities does not, in and of itself, increase the 
revenues. On the other hand, depreciation accruals, while being a part 
of the costs, do not involve immediate cash payments; gains resulting 
from an appreciation of assets are sometimes recorded as a part of the 
revenue though they do not directly bring in any cash. The cash position 
of an enterprise is determined solely by the relation of receipts to 
payments. Corporate dissaving, resulting from revenues insufficient 
to cover costs, may be accompanied by an increase in corporate cash 
holdings (when cash receipts exceed cash payments) just as well as by 
a decrease in corporate cash holdings (when cash receipts fall short 
of cash payments). When the former case occurs, accumulation of cash 
goes on concurrently with partial dissipation of the invested capital. 

If it is assumed that in a pre-depression period corporate cash re- 
ceipts from operations were equa! to corporate cash payments and that 
these receipts fall off materially as the depression develops, corporations 
can maintain the former level of payments only by drawing on their 
cash balance, by selling some nonoperating assets (e.g., marketable 
securities), or by borrowing new funds in the capital market or from 
the banks. Whether or not—and if so, to what extent—payments will 
be made in excess of current receipts will depend, of course, mainly on 
the profit and loss considerations. But it should be pointed out that, 
even if the majority of corporations were willing, irrespective of costs, 
to engage in “deficit financing” with a view to maintaining a full pre- 
depression level of employment despite a substantial and prolonged 
decline in receipts, they could not succeed without sustained financial 
help from the government or the banking system. For the combined 
holdings of cash and marketable securities, though appearing high on 
the balance sheets of large corporations, usually constitute only a small 
percentage of the total annual cash disbursements. Moreover, if cor- 
porations dumped their security portfolios on the market all within 4 
short span of time, sales would become impossible unless financial au- 
thorities strengthened the demand by organized action. Likewise, new 
borrowing on a large scale would not be feasible at the time of a de- 
pression in the absence of a deliberate policy of full support on the part 
of the authorities. 

What typically happens in a depression is that payments are curtailed 
at more or less the same pace as receipts fall off. At the beginning of 
the depression contractual obligations carried over from the expansion 
period may have to be met to such an extent as to necessitate material 
decreases in liquid assets. But as the depression goes on the volume of 
payments is usually adjusted pretty well to the shrunken volume 0! 
receipts. Most corporations, at least the large ones, remain in a strong 
liquid position in times of depression. Their big problem is to balance 
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costs and revenues, not payments and receipts. The fact that costs 
exceed revenues, while payments and receipts are balanced, means that 
some costs are incurred without involving cash disbursements in the 
same accounting period. In the case of manufacturing corporations the 
biggest single item of cost that permits a postponement of cash outlays 
is depreciation of fixed equipment. The process of replacement of fixed 
equipment can, as a rule, be slowed down or even discontinued tem- 
porarily without a significant effect on current operations. In times of 
dwindling business, corporations are able to maintain their other pay- 
ments to a considerable extend by cutting down their outlays on re- 
placement of fixed assets. 

Payments and receipts may remain balanced, while costs exceed 
revenues, also as a result of underreplacement of inventories. In this 
case the loss incurred will be mainly represented by the reduction in the 
amount of inventories (to the extent that reduction does not represent 
a shift of funds from inventories to some other assets). 

Whether or not fixed equipment is replaced, depreciation accruals 
must, of course, figure as a component of costs. Total costs can be re- 
duced by diminishing the scale of operations, but this will not necessarily 
entail a reduction in the difference between total costs and total revenue. 
Assume, for example, that, as a result of a decline in demand, the sales 
proceeds of a firm decline to such an extent that by selling the same 
quantity of goods as before it can cover only its variable costs. It is 
clear that in this case the difference between costs and revenues (the 
loss) will be the same whether the firm maintains its old scale of pro- 
duction and employs the old number of workers in its plant, or whether 
it discontinues production altogether and dismisses all its workers. If 
we assume further that all variable costs involve cash outlays and that 
the entire revenue consists of cash receipts, then not only the loss but 
also the cash balance at the end of the period will be practically the 
same in both situations despite the difference in the volume of payments. 

Obviously, corporations are not confronted in actual life with these 
two alternatives only: either to produce at the old level or to suspend 
operations entirely. They usually find that they can minimize their 
losses by fixing the new volume of operations at some point between 
the pre-depression level and the full suspension. It may well be that for 
many firms a very drastic reduction in production, and consequently 
in the flow of payments and employment, is required to cut the loss 
down by a small percentage only. 

A situation in which individual firms maintain the scale of operations 
and employ the same number of people as before, but in which their 
ixed equipment is undermaintained, involves a reduction in purchases 
from the capital goods industries. It has been claimed that from the 
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point of view of the economy as a whole dissaving, resulting from under. 
maintenance of assets, means capital consumption at the expense 0; 
current production and employment.® While it may be possible to con- 
ceive of conditions under which the workers dismissed from the capital 
goods industry are able to find employment promptly in the consump. 
tion goods and service industries so that total employment remains un. 
diminished, even though the capital is partially consumed, it must be 
admitted that in times of depression conditions of this kind do not 
arise and undermaintenance of assets is indeed associated with curtail- 
ment of the employment. 

Statistical data (unfortunately available in the form of annual totals 
only) indicate that the amount of business dissaving during the depres. 
sions has usually fluctuated from year to year inversely with the amount 
of employment. It is not difficult to see why this relationship has existed 
Business enterprises have endeavored individually to adjust the scale 
of operations to the expected changes in demand for their respective 
products. When the demand was expected to fall, operations were cur- 
tailed and as this process spread throughout the economy employment 
and the flow of payments were reduced, which lead to a further decline 
in demand. As a result, both dissaving and unemployment were greater 
at each following stage of the depression. At a certain point a combina- 
tion of factors would bring about a change in the direction of movement 
of the effective demand. Then the process was reversed: the scale of 
operations was adjusted upward, employment and the flow of payments 
were increased, demand was further stimulated, operations were ex- 
panded again, etc. Dissaving and unemployment again moved together 
both decreasing as the recovery went on. 

It would be erroneous, however, to infer from the foregoing that 
during a depression any action of business enterprises involving an 
increase in dissaving must necessarily bring about a decrease in en- 
ployment. It should be clear that if all business enterprises have already 
adjusted the volume of operations so as to minimize their losses, and ii 
there is no further change in the cost-price relationships, then an 
expansion of production will involve greater employment and greater 
dissaving. The longer-term consequences will depend upon the number 
and size of the firms giving additional employment. If many business 
enterprises make a concerted effort to increase production notwith- 
standing the immediate financial consequences, one should expect that 
within a certain length of time the effective demand will rise owing 0 
the increased flow of payments in the economy, and business dissaving 
will be reduced. Under such conditions, there will be an increase in 


*Cf. Don. D. Humphrey, Am. Econ. Rev., Vol. XXVIII, pp. 223-34. 
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dissaving as an immediate consequence, but a net decrease in dissaving 
within a somewhat longer period. 


The question to be discussed next is whether the existence of cor- 
porate surpluses as a separate part of the owners’ capital affects the 
ability of corporations to incur dissaving in bad years. Obviously, if a 
corporation is short of cash the mere fact that there is a large surplus 
iccount on its books will not help it to maintain the flow of cash dis- 
bursements. On the other hand, if the cash position is strong, surplus 
may be of importance when decisions concerning the use of available 
cash resources are made. Furthermore, surplus may be of importance 
when the volume of operations is decided upon in times of unprofitable 
business.” 


*In analyzing the importance of the surplus account an appropriate comparison is 
that between two companies equal to each other in all respects except that in one case 
equity consists predominantly of paid-in capital while in the other case the same amount 
f equity funds includes a substantial earned surplus. It would be inappropriate to com- 
pare two companies with equal paid-in capital but different surpluses. 

Comparisons of the latter kind have, however, been made. For instance, Catherine G. 
Ruggles in her article “Corporate Surpluses, Income and Employment,” in the American 
Economic Review, Vol. XXIX, No. 4 (Dec., 1939), pp. 724-33, considers a hypothetical 
ase in which two companies begin operations with equal amounts of capital, but one 
f them retains regularly part of net earnings while the other distributes net earnings 
n full. Dr. Ruggles argues that if there is no difference between these companies in the 
amount of outside financing obtained, then the former one may be expected after a 
ertain period to have a better plant and lower costs and, therefore, to suffer less during 
business depressions. This may readily be granted, but it should be clear that the differ- 
ence in plant in this case is accounted for by the inequality of the capital invested by 
the two firms at the end of the period and not by the different structure of equity. 

It is true that in the existing economic system the younger and the smaller companies 
ften find it difficult to obtain funds from outside sources and that, therefore, in many 
ases the firms which are able to retain more of their earnings are in’a position to grow 
more rapidly, to acquire capital equipment of higher quality and to give a better account 
f themselves both during cyclical expansions and cyclical contractions than the firms 

se retentions are on a smaller scale. However, in order to oppose on this ground the 

of retention in general, one would have to argue that if retentions were made 
mpossible for all corporations the vulnerability of the economy to cyclical contractions 
would be greater because of a lower rate of financial growth and poorer quality of capital 
equipment among corporations in general, and among the younger and the smaller ones 

n particular. The writer is unaware of any studies supporting a proposition such as this. 

A word may be added here concerning the contention that corporations with strong 
lus accounts enjoy a better credit standing, and that it is easier for them to borrow 
w funds from credit institutions. Here again we must clearly distinguish the case in 
vhich a comparison is made between two companies with equal total equities but unequal 
luses from the case in which a comparison is made between two companies whose 
pital stocks are equal but total-equity funds are not, because of a difference in surpluses. 
lf a credit institution considers applications for loans of two companies similar in all 
respects (size, profitability, equity to debt ratio, etc.) except that in the case of one 
mpany paid-in capital is a smaller percentage and earned surplus a larger percentage 
! total equity than in the case of the other company, it is hard to see why the former 
should be given preference just because of this difference. On the other hand, if the former 
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The presence of a previously accumulated earned surplus is, as , 
rule, a necessary legal condition for the payment of dividends jp 
profitless years. The payment of dividends in such years may or may 
not tend to increase the flow of payments in the economy, depending 
upon the source from which the funds paid out are obtained. If diyj. 
dends are paid out of previously accumulated cash, which the company 
would continue to hold if dividends were passed, a favorable effect on 
the flow of payments in the economy may be expected. If in order to 
pay dividends the company resorts to sales of securities out of their 
portfolios, the effect is apt to be different in various cases. In the case 
where securities are sold to individuals (or firms) who would otherwise 
hoard the money (or part of it), or if they are sold to banks and 
additional money is thereby created, one may expect a favorable effect. 
On the other hand, in the case of sales to the parties who would have 
spent the money on other goods or services had these securities not been 
offered to them, the effect may be either favorable or adverse, or there 
may be no significant effect at all, depending upon a number of cir- 
cumstances.”° 

If dividends are paid out of current sales proceeds, as a result of 
which payments financing current operations are curtailed and some 
assets remain undermaintained, then the effect will more likely than 
not be unfavorable, because of the lower propensity to consume among 
the stockholders as compared with the wage earners. 

During the depressions of the past decades, large corporations have 
tended to accumulate large amounts of cash not required for current 
operations. Their operating assets have been reduced but the liquidity 
position has, as a rule, been strengthened. It seems, therefore, that the 
ability of large corporations to distribute dividends in profitless years 
has not been maintained at the expense of other payments, and that in 
the absence of dividend distributions the process of accumulation of 
inactive cash would have been intensified and the flow of payments 
would have shown a greater decrease.” 

Apart from the payment of dividends, the presence of earned surplus 
on the books of corporations may make it easier for them to maintain 
a larger volume of payments by continuing production despite a1 


company had the same paid-in capital but a larger surplus than the latter one (in which 
case it would either have a greater amount of total capital employed or a higher equity 
to debt ratio), it would, ceteris paribus, clearly be a preferable customer. 

” As pointed out earlier, one must also take into consideration the depressing effect on 
security prices that may be produced by unloading securities on the market by a larg 
number of firms simultaneously. 

“Part of the cash distributed as dividends in times of depression may have bee 
hoarded by the stockholders. But the other—and doubtless the major—part must have 
been spent on goods and services, contributing to the flow of payments in the system. 
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excess of costs over revenues. In some instances corporations may find 
it preferable—from the point of view of long-run objectives—to engage 
in operations whose immediate financial results do not allow covering 
even the variable costs. Such may be the situation when they expect 
in early revival of business and are eager to remain in the market and 
to preserve the goodwill of their customers;** or when they deem it 
essential to establish and maintain a record of stable volume of busi- 
ness, which may be of importance in connection with contemplated new 
Jotations of securities after the depression is over. The management 
will usually be less hesitant to pursue a policy conforming to long-run 
bjectives of this kind if there is a strong surplus against which tem- 
rary deficits may be charged. This is because both the owners and the 
editors of the enterprise are less likely to be worried by this course of 
action as long as it is evident from the balance sheet that the deficit 
currently incurred constitutes only a fraction of the earnings retained 
previously. 
To sum up, it appears that the policy of retention of earnings and 
f building up large surplus accounts in periods of cyclical expansion 
has led to somewhat higher cash disbursements and consequently some- 
what larger volume of payments and of employment in periods of 
cyclical contraction; that is, somewhat larger than it would have been 
f the retention of earnings had not been practiced. It would hardly be 
possible to estimate, even roughly, on the basis of the available data 
the amount of additional disbursements accounted for by this policy 
in any of the recent depressions. The total amount of business dissaving 
incurred and charged to the surplus account certainly gives no indica- 
tion in this respect. There are several considerations, however, which 
suggest that such additional disbursements have not been of major 
importance in the past. In the first place, cash dividends were curtailed 
drastically during the major depression by almost all corporations even 
in the strongest and, in the long-run, the most profitable sector. In the 
second place, the tenet that losses should be minimized in any period 
f activities is so widely accepted in the business community that it 
would not seem realistic to attach more than moderate importance to 
the operations that may have been conducted despite the excess of 
variable costs over revenues. In the third place, as far as the objective 
f remaining in the market despite temporary losses is concerned, this 
may be attained to a considerable extent by selling out the existing 
inventories rather than by keeping up current production. Corporate 
inancial statements show that inventories have, as a rule, been subject 
‘0 a material contraction in the periods of depression. 
‘This has been pointed out by Catherine G. Ruggles in her article, “Corporate Sur- 
pluses, Income and Employment,” Am. Econ. Rev., Vol. XXIX, pp. 724-33. 
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Some further considerations suggest that corporations in the aggre. 
gate have been in a position to make considerably larger cash disburse. 
ments during the depressions than they have actually made, withoy 
imperiling their equity or working capital position and without having 
to resort to additional borrowing or sales of marketable securities, A; 
mentioned above, large amounts of inactive cash remained at the dis. 
posal of the corporate economy throughout the periods of slack business, 
It is also known that most of the large companies came out of such 
periods with the surplus account still showing a very substantial credit 
balance. 

The liquidity position of the corporate economy is at present quite 
strong. No accurate forecasting is possible as to what the liquidity 
position will be when the period of post-war reconversion is over; but 
the opinion is widespread that it will remain favorable. If that opinion 
is correct, corporations will have considerable power to resist a con- 
traction of the flow of payments in the economy, when such a tendency 
sets in. It would, of course, be far too optimistic to expect that this 
factor alone can prevent the development of a major depression. No 
private corporation, however strong its surplus may be, can be expected 
to disburse the bulk of its liquid resources for the benefit of the economy 
as a whole, without weighing the sacrifice made against the chances 
for a revival in its own individual business in the not too far distant 
future. Moreover, even if all corporations were prepared to make such 
disbursements to the utmost of their capacity, the amounts that could 
thus be injected into circulation would not be too great relative to the 
total flow of payments in the economic system. 

However, if the policy of building up strong surpluses is continued 
and further encouraged, and if an attitude is cultivated toward sur- 
pluses as the reserves to be used for stabilization purposes—not only 
stabilization of dividends but also that of productive activity—then the 
corporate managements will in all probability show greater willingness 
to make disbursements under conditions where the returns are not s0 
direct and, therefore, less calculable or where a stronger degree oi 
venture is present. If such an attitude develops, corporate dissaving is 
likely to become more significant as a factor contributing to the miti 
gation of cyclical fluctuations than has been the case in the past. 


IV 


It remains to consider whether financial interests of the owners oi 
equity securities are reconcilable with the policy of retention of ear 
ings and, if so, whether they permit the development of a more favor 
able attitude toward the use of corporate surpluses for stabilization 
purposes. 
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[he literature on corporation finance has often emphasized that the 
-tockholders are the owners of the entire corporate net income and that 
the retention of this income, or of a part thereof, by the enterprise 
deprives stockholders of the right to decide for themselves as to the 
best disposition of the amounts concerned. Given a chance to exercise 
their own judgment, they might prefer to spend these amounts, wholly 
or partially, on consumption; and even if they wished to invest them 
in full, they might be able to find opportunities more attractive than 
reinvestment in the same company. Such considerations have led some 
writers to the conclusion that retentions on a large scale are not in the 
stockholders’ interest. Others have expressed the opinion that, while 
retentions are justifiable under certain conditions, the freedom of the 
directors to employ these funds in any manner they see fit should be 
restricted; if earnings are retained as a safeguard against possible con- 
tingencies, they should be clearly designated as reserves; if they are 
retained for expansion purposes, stock dividends should be paid out to 
make it clear both to the management and the stockholders that these 
funds must be subject to the same requirements in respect to safety 
and return as the paid-in equity funds.** 

While it is obviously true that from a legal standpoint stockholders 

are the owners of the entire net income, justification for insistence on 
complete similarity, from an economic standpoint, between their claims 
to the retained and the distributed parts of the net income may be 
questioned. Net income of a corporation is a return on the equity 
capital invested plus a reward of entrepreneural nature. The entrepre- 
neural income is usually considered as a reward for the function of 
rganizing and managing the business and for the assumption of risk, 
some authors emphasizing the managerial and others the risk-hearing 
part of the entrepreneural activities. The question of who is the entre- 
preneur in the corporate enterprise is a controversial one: Some have 
argued that the entrepreneural function is performed by the group 
exercising active control and management of the corporation; others 
have claimed that the stockholders—even those who remain entirely 
passive—are the entrepreneurs inasmuch as they perform the function 
of ultimate responsibility, uncertainty bearing and the making of 
ultimate decision (i.e., the decisions pertaining to the existence of the 
ompany and the keeping of the directors in office); recently a view 
has been advanced that it is the firm itself, or more specifically, its 
decision-making organization that must be considered the entre- 
preneur.** 


C}., B. Graham and D. L. Dodd, Security Analysis (1940), pp. 373-400. ; 
The different views referred to above, are presented, respectively, in R. A. Gordon’s 
‘Enterprise, Profits and the Modern Corporation,” in Explorations in Economics; 
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It is not necessary for the purpose of this paper to adhere to any one 
of these views to the exclusion of the others. The important point tha; 
must be stressed here is that there is a substantial difference between 
the position of the great majority of modern corporate stockholders on 
the one hand and that of the proprietary capitalist-managers of non. 
corporate enterprises, typical of the earlier phase of capitalism, on the 
other. The writer is inclined to agree with the view that the essence 
of the entrepreneural function lies in the active decision-making, ip 
business leadership, rather than in the passive responsibility-taking and 
that, therefore, the typical position of a stockholder is not that of an 
entrepreneur. However, even if one holds the opposite view one must 
concede that the stockholder has lost an important part of the function 
characteristically performed by the capitalist-manager, viz., the con- 
tinuous active control and leadership. Whether or not one thinks that 
the functions retained by the stockholder justify considering him the 
entrepreneur, one can hardly be in substantial disagreement with Berle 
and Mean’s argument concerning the dissolution in the corporate 
economy of “the old atom of ownership” into its component parts: 
“control” and “beneficial ownership.” In discussing corporate profits 
these authors came to the conclusion that since the stockholders have 
retained only the “beneficial ownership” component, while “control” 
has been turned over by them to the directors and officers, “the tradi- 
tional logic of profits, when thus applied to the modern corporations, 


would indicate that if profits must be distributed either to the owners 
or to the control, only a fair return to capital should be distributed to 
the ‘owners’; while the remainder should go to the control as an induce- 


ment to the most efficient ultimate management.’ 


While the actual practices of American corporations have differed 
from what Berle and Means considered a logical distribution of profits, 
statistical information suggests that the division of net earnings into 
the retained part and the dividends has been related to the division o! 
functions between the groups representing “beneficial ownership” and 
“control.” Cash dividends on common stocks of American corporations 
have on the average and in the long run represented a yield consider- 
ably higher than that on corporate bonds. Thus, according to the find- 
ings of the Cowles Commission, the yield, or ratio of cash divideni 
payments to stock prices, averaged 5.0 per cent a year for the all-stock 


in B. W. Lewis’s article “The Corporate Entrepreneur” in the Quarterly Journal of Ec- 
nomics, Vol. LII, No. 2 (May, 1937), pp. 535-44; and in J. H. Strauss’s article “The Entre 
preneur: The Firm” in the Journal of Political Economy, Vol. LII, No. 2 (June, 1%), 
pp. 112-27. 

‘A. A. Berle and G. C. Means, The Modern Corporation and Private Property (193! 
p. 244. 
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index from 1870 to 1938. During the same period the average return 
from high grade bonds was about 4.2 per cent.*® These facts indicate 
that the owners of common stocks have been receiving in the form of 
cash dividends not only a basic return on the capital invested (pure 
interest), but also on appreciable reward for the risks involved in the 
position of the holders of junior securities. The retained portion of 
profits has not in practice become part of the income of the control 
group. Legal title to retained earnings has remained with the stock- 
holders, and the appreciation of stock prices resulting from the accumu- 
lation of surpluses has provided an additional reward to the stock- 
holders’’ for the risks assumed by them and for their “ultimate” 
responsibility. Yet, the managements have derived definite advantages 
from the policy of retention of earnings. An accumulation of internal 
funds has provided them with new financial resources without the 
necessity of going through the cumbersome procedures involved in 
obtaining the new external funds; these resources have been received 
without incurring any costs—initial or current—and without any stipu- 
lations as to the purposes for which they should be employed; further- 
more, in the event of losses owing to faulty investment or efforts to 
protect the company’s goodwill or markets in a period of business 
depression, a milder unfavorable reaction among creditors and stock- 
holders could be expected as long as the retained and not the paid-in 
funds were shrinking.*® 

In view of these advantages for the management on the one hand, 
and the disadvantages for the stockholders, resulting from the loss of 
free choice as to the employment of retained earnings, on the other, 
it must be admitted that there has been some shift of benefits from the 
beneficial ownership to the control group. And it appears reasonable 
to consider this shift as an adjustment of a sort to the division of 
functions in the corporate enterprise between these two groups. From 
this point of view the policy of retention, as practiced by a large number 
of American corporations, has been more in keeping with the relation- 


sships within corporate enterprises than the policy of paying out the 


Common Stock Indexes, by A. Cowles 3rd and Associates (2nd ed., 1939), p. 41. 


“It is not suggested here that there has been an exact mathematical relationship between 
the growth of surpluses and the increase in stock prices. 

“Professor Buchanan has pointed out that a professional management group may 
derive considerable “psychic” income from controlling and operating a larger enterprise, 
quite apart from any increase in their salaries that may result from the expansion of the 
business. (See Norman S. Buchanan, “Theory and Practice in Dividend Distribution,” 
Yuart. Jour. Econ., Vol. LIII, No. 4 [Nov., 1938], pp. 64-85.) 

It seems that retention of earnings may create such “psychic” income for the manage- 
ment not only by increasing financial resources of the enterprise but also by making new 
funds available without exerting the same pressure on the management in respect of the 
return or safety of investment, as is involved in external financing. 
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entire net income to the stockholders would have been. Nor would it 
have been a step in the right direction if the problems of management 
had been further complicated by the requirement that stock dividends 
be declared each time a decision to retain earnings was made. 

The fcregoing discussion points to the conclusion that, as long as the 
dividends paid over a period of years compare favorably with the 
return on senior securities, the policy of retention should not be con. 
demned as unfair to the stockholders only because it deprives them of 
the possibility of making investment (or consumption) decisions jn 
respect to the amounts retained. Would it, however, be unfair to the 
holders of equity securities if corporations made it a practice to main. 
tain a larger volume of payments and charge larger amounts to sur- 
pluses during business contractions, as a measure conducive to bringing 
about a revival? Such a practice might result in a greater reduction in 
surpluses and, consequently, a greater loss of earning power at the end 
of a contraction period.*® But even in this case, it seems, the policy 
should not be criticized if after such a period the enterprise is still able 
to bring a satisfactory return on the paid-in equity funds. Doubtless 
one cannot expect private enterprises to be able or willing to “spend 
away” their entire surpluses each time a serious contraction develops. 
Yet, there appears to be room for a greater effort aimed at maintaining 
the flow of payments, without doing injustice to the stockholders. And 
of course, to the extent that such a practice would tend to make con- 
tractions shorter and milder, the stockholders, as well as all other 
members of the community, would benefit. 

*” But it might also bring about just the opposite result: the initial additional payments 


charged to surplus might help shorten the contraction period to such an extent that the 
depletion of surpluses would stop while they were still relatively high. 
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THE FEDERAL TRADE COMMISSION AND “UNFAIR 
COMPETITION” IN FOREIGN TRADE 


By Ricuarp S. LANDRY* 


Although the phrase, “unfair methods of competition,” is ambiguous, 
a definite legal interpretation of it can be distinguished and at least one 
attempt has been made to characterize a definite economic meaning. 
The legal construction, as exemplified in particular by court explana- 
tion of the phraseology of the Federal Trade Commission act, conforms 
to the old, common-law meaning of fraud and misrepresentation,* and 
is liberally sprinkled with borrowings from the law of torts and prop- 
erty.” Also, much, if not most, of the energies of the Commission itself 
have been directed—on the domestic front—toward the elimination of 
“unfair competition” that tends to harm the competitive position (7.e., 
damage the property rights) of the individual seller. 

What has been labeled as “the purely economic approach to the 
monopoly problem” (covering a sizeable portion of the field of “unfair 
competition”) is probably best illustrated by the prosecutions of our 
Antitrust Division during the Thurman Arnold era. Marked by an 
almost religious belief in the attainability of perfect competition and 
in the disastrous, broad results of our fall from grace, this era may 
well explain why the judicial Rule of Reason has been equated with 
“the purely economic approach” mentioned above,* since it is sug- 

*The author is assistant professor of economics at Beloit College. He wishes to thank 
Mr. Otis B. Johnson, secretary of the Federal Trade Commission, for information courteously 
furnished, and Professor Jacob Viner for reading the manuscript. 

‘Cf. W. H. S. Stevens for a prediction that this would be the case, despite the existing 
rocedure in courts of equity for enjoining such methods of unfair competition: Unjair 
Competition (Chicago, Univ. of Chicago Press, 1917), p. 3. 

For reference to the ensuing period, see M. W. Watkins, Public Regulation of Competi- 
tive Practices in Business Enterprises (New York, Nat. Industrial Conf. Board, January, 


. = 
r 


*R. E. Sadtler, “Unfair Competition: Past and Present Trends,” Tennessee Law Review, 
Vol. 16 (1940), p. 401. 

‘By R. Callmann, “Patent License Agreements Between Competitors and the Monopoly 
issue, Georgetown Law Journal, Vol. 28 (February, 1940), p. 877. 

P. M. Sweezy, in reviewing Mr. Arnold’s The Bottlenecks of Business, described the 
latter's diagnosis of our economic ills in the following fashion: “Depression and unem- 
ployment in the United States, the rise of National Socialism in Germany, Britain’s un- 
preparedness for war, and the fall of France are all alike traceable to a common source, 
the breakdow n (at some unspecified time in the past) of the competitive pricing mecha- 
nism.” Harvard Law Review, Vol. 54 (January, 1941), p. 531. 
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gested that the common law protecting the freedom of the individyaj 
“was infused into the law designed to protect a principle, the principl 
of free competition.’* Another writer, in distinguishing what he has 
termed “economically unfair methods of competition” from the usyaj 
legal meaning in terms of fraud, etc., has made these unfair methods 
coextensive with the conduct of “the most highly monopolistic organi. 
zations.’ It appears to be a safe statement, then, that if there is , 
definite economic meaning of “unfair competition,” it is one involving 
the economic effects of monopolistic actions exclusively.® 

In addition to these analytical differences between the legal and 
economic conceptions of the nature of “‘unfair competition,” the Fed. 
eral Trade Commission and the Antitrust Division are presumed tp 
stand watch over different markets. Supposedly, the interest of the 
former has been riveted on the home market, while the latter, within 
the past five years, has devoted most of its time to the international 
market. Inordinate attention has been given by the popular press ty 
this recent extension of our antitrust program beyond our national 
boundaries, in so far as it obscures the legal and historical preéminence 
of the Federal Trade Commission in the field of unfair competition in 
foreign trade. 

It is the purpose of this paper to place the problem in its proper 
perspective by sketching the statutory importance of the Commission 
in this work, the character of its accomplishments (as well as of its 
shortcomings), and the real (as against the nominal) basis for dis- 
tinguishing between a legal and an economic approach to the principal 
issue. 

From the viewpoint of legislative enactment, the Federal Trade Con- 
mission is the one federal agency having primary responsibility for 
policing acts of “unfair competition” committed by American firms in 
connection with foreign commerce.’ The Trade Commission administers 


*R. Callmann, loc. cit. 


*W. H. S. Stevens, op. cit., p. 8. 

* This is also the opinion of J. P. Miller in whose volume, Unfair Competition (({Harvari 
Univ. Press, 1941], p. 402), appears the statement, ‘The economist has a different view 
of competition from that of free competition which dominates public policy. Where ti 
legal distinction is between free competition and restraint of trade and uses as its critena 
business methods or policies, the economic distinction is between degrees of competition 
(pure, perfect, imperfect, monopolistic, etc.) and types of competition (price, servic 
product, advertising, etc.) based primarily upon a consideration of conditions and resus 
but with an increasing concern with policies.” 

"Section 704 of the act of September 8, 1916 (39 Statutes at Large, p. 798) in pat 
authorizes the Tariff Commission to investigate “conditions, causes and effects relating 1 
competition of foreign industries with those of the United States, including dumping. ... 
(U. 5. Tariff Commission, Information Concerning Dumping and Unfair Foreign Comper 
tion in the United States |Washington, 1919], “Introduction.”) The Tariff act of 1% 
requires the Tariff Commission to determine the facts relating to foreign discriminatoy 
treatment of American exports and to report these findings to the President, who is & 
powered either to exclude the imports from such countries or to raise the duties applicsblt 
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not only its own act (U.S.C., Title 15, Sec. 41, 1914), but also the 
Sherman act of 1890 (Sections 1, 3, and 6 c), the Wilson Tariff of 1894 
Section 73), the Clayton act of 1914 (Sections 2, 3, 7, and 8), the 
Webb Export act of 1918, and the Fordney-McCumber Tariff act of 
1922 (Section 316).* From the viewpoint of frequency of prosecutions 
of all types in this field, as well, the Trade Commission undoubtedly 
ranks first, despite the large number of prosecutions undertaken by 
e Antitrust Division under the leadership of Mr. Arnold. Verification 
of this statement is to be found in the results of 2 compilation made 
by the present writer of orders and complaints issued by the Commis- 
sion in the period 1915-1942, inclusive. More than a hundred cases were 
discovered that concerned “unfair competition” in foreign trade in the 
shape of the common-law concept of fraud, misrepresentation, and 
passing-off. Almost a dozen more were found that involved the economic 
meaning of “unfair competition” in foreign trade in terms of control 
over prices and output. It is in this second group that the answers to 
the questions concerning the accomplishments of the Commission and 


them by as much as 50 per cent ad valorem: see 19 U.S.C. 1338 (1940 ed.). The Treas- 
ury Department holds jurisdiction over investigations into charges of dumping of foreign 
oducts in this country; and, upon recommendation of the Secretary of the Treasury, 
the Appraiser of Customs can levy a special dumping duty to raise the price of the im- 
port to that of the foreign market value plus freight and insurance: see 19 U.S.C. Sec. 
and J. L. Brown, “Remedies Against Unfair Competition Emanating from Abroad,” 
Comparative Law Series (of the Bureau of Foreign and Domestic Commerce), No. 605, 
May, 1937), p. 3. For a concise discussion of the historical relationships among these 
acts, see J. Viner, Dumping: A Problem in International Trade (Chicago, 1923), pp. 239-57. 
*As late as 1924 there had been no judicial decisions interpreting Section 73 of the 
Wilson act, as amended by an act of February 12, 1913; but the Attorney General ren- 
dered an opinion on the question with regard to an agreement entered into by an American 
firm and the owners of potash mines in a foreign country. This agreement was considered 
to be a violation of the statute: see Opinions of the Attorney General, Vol. 31, p. 545, 


® cited in Borris M. Komar, “National Control of Unfair Competition in International 


Commerce,” International Law Association Report, Vol. 33 (1924), p. 421. In the case 
of American Banana Co. v. United Fruit Co., 213 U.S. 347 (1909), the Supreme Court 


® made no reference to the provisions of the Wilson act, although the decision was rendered 


alter the passage of the act, and “it would appear to the layman that the alleged con- 
spiracy of the United Fruit Company was unlawful under this Act, regardless of where 
the specific acts which executed the conspiracy were performed, if the conspiracy itself 
occurred in the United States.”: Viner, op. cit., p. 241, note. The Supreme Court did, 
however, in the case of U.S. v. Sisal Sales Corporation, 274 U.S. 268 (1926) declare that, 
because a combination in restraint of trade had been entered into by parties within the 
United States and made effective by acts done therein (contrary to the facts in the pre- 
ceding case), the acts engaged in were illegal under Section 73 of the Wilson act. 

So far as Section 316 of the Fordney-McCumber Tariff act is concerned, the Court of 
Customs Appeals recently upheld the jurisdiction of the Tariff Commission as to trade- 
mark ir gement, but denied that its jurisdiction extended to patent infringement. The 
case in point Frischer & Co. v. Bakelite Corp., 39 F. (2d), 247, culminated in the denial 
a the supreme Court of a writ of certiorari to the Bakelite Corporation, which alleged 
hat Fris scher Lg Company, a domestic importer, had infringed their patents and trade- 
rks, Cf. “The President’s Power to Exclude Articles When the Importer has Practiced 
fair ( Moen ” Yale Law Journal, Vol. 40 (1930), pp. 108-09. I am indebted to 

Dudley A. Zinke for this last reference. 
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the sources of a meaningful distinction between the legal and economic 
analysis of “unfair competition” lie. 

Of this small number of cases one® in particular stands out, because 
a vigorous dissent to the majority’s dismissal of the complaint withoy 
prejudice marks it as being unique. The dissenting member, Commis. 
sioner Thompson, suggested that certain important facts had appar. 
ently escaped the notice of the other commissioners while the six 
thousand pages of testimony and twelve hundred exhibits were being 
presented at the hearings. In the first place, the respondent companies 
constituted 85 per cent of the available capacity in certain types oj 
pine and fir and their products; and control of such a preponderance 
of capacity in any industry not a natural monopoly seemed to be a 
necessary condition for setting up an artificial monopoly. Secondly, “s 
preponderance of evidence” showed that the respondent companies em- 
ployed an open-price and a basing-point system in their domestic and 
foreign trade.*° Commissioner Thompson did not attempt an economic 
analysis of the effects of either of these practices, confining himself to 
the remark that the use of a production “barometer” and sales reports 
was similar to methods declared unlawful in the first Maple Flooring 
case*’ and that the open-price plan was “practically identical” with 
the open-competition plan found illegal by the Supreme Court in 
American Column and Lumber Co. v. United States.”* Especially note- 
worthy throughout the dissent, in fact, is the stress laid upon the ele- 
ment of conspiracy in the case. Commissioner Thompson makes much 
of the fact that the respondents “adhered to prices agreed upon” in 
their domestic trade and that they “conspired to hinder and obstruct 
the operation of competitive mills” in their foreign business. This latter 
was effected by means of (a) bringing competitive mills into the asso- 
ciation, (b) discouraging them through price wars, and (c) attempting 
to curtail their steamship facilities. 

Had the other commissioners seen eye to eye with Commissioner 
Thompson in this case, the courts would doubtless have been called 
upon to make judgment; and, given these clean-cut details concerning 
open collusion, there can be no doubt that the acts in question would 

°F.T.C. v. Douglas Fir Exploitation and Export Co., Inc., et al., F.T.C., Report jw 
the Fiscal Year Ended June 30, 1925, p. 93, Docket No. 880. As a sequel to this case, se 
that of Pacific Forest Industries (January 27, 1940). According to S. Schwarz, Researct 
in International Economics by Federal Agencies (New York, Columbia Univ. Press, 194! 
p. 102, n., this second case represents the first “recommendations for readjustment” wit- 
out formal complaint ever issued by the Commission. 

* The Supreme Court found in the case of Maple Flooring Manufacturers Assn’n et al 
268 U.S. 563, that the publication of average costs and the use of a freight rate bovs 
listing rates from Cadillac, Michigan, could not be taken as evidence of an agreement 10! 
fixing and maintaining prices: A. R. Burns, The Decline of Competition (New Yor. 
McGraw-Hill, 1936), p. 291. 

* Dist. Court of U.S. for Western Dist. of Mich., S.D., December 19, 1923. 


* 257 U.S. 377 (1921). 
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have been stamped “‘illegal,’’ because the courts have usually assumed 
that any purposive check of free competition is bad in itself.** Un- 
hat happily, the logic involved has been warped to the conclusion that, since 

he presence of the element of collusion signifies the presence of im- 
perfect competition (in a general sense), therefore the absence of this 
same element also connotes the absence of imperfections in the competi- 
tive process.** As the discussion proceeds, the large extent to which this 
single criterion has been relied upon by the Trade Commission in the 
croup of cases under review will become even clearer than the nature of 
Commissioner Thompson’s dissent suggests. 

Taken chronologically, the first complaint of any importance issued 
by the Commission against firms engaged in foreign commerce was 
that involved in the case of F.T.C. v U.S. Gold Leaf Manufacturers’ 
Association et al.** In this instance the charge of a conspiracy to fix 
and maintain prices, despite meagte results, was considered to be well 
enough founded to warrant a Cease and Desist order. Probably the 
most interesting feature of this order is the complete lack of reference 
to the plan to dump gold leaf abroad, despite its inclusion in the “Find- 
ings as to the Facts.” A subsequent case—the matter of Fairfax Bush 
et al. importers of ferromanganese from British principals during the 
First World War—also embraced the issue of dumping, but more 
overtly. The American importers were charged with dumping their 
product in this country, presumably to stifle the incipient ferromanga- 
nese industry, which had been vitalized by the British embargo on the 
export of that product. The record in this case states that satisfactory 
proof of the allegations was not made. Here, again, however, the 
ignificant fact is that a combination in restraint of trade was con- 
cerned. 

A third case was carried to the point of the issuance of a Cease and 
Desist order to Waldes and Company, Inc.,*’ a concern in Prague 
which manufactured snap fasteners and started to export to the United 
} States in 1911, succeeding in supplying 80 per cent of our annual con- 
}sumption when the World War cut off the market, after which time it 
migrated to this country. This is the only case in the entire group not 
entailing the conspiracy or collusion charge, since Waldes was the sole 
respondent in the proceeding. The unscrupulous methods resorted to by 
the former Austrian firm in an effort to regain its pre-war supremacy 
in the American market were under attack, and were prohibited by the 
Trade Commission in two instances out of three. 

’. Miller, op. cit., p. 398. 
’. Watkins, “Present Position and Prospects of Antitrust Policy,’ Am. Econ. 
X XI, No. 1 (Mar., 1942), suppl., pp. 109-10. 


ude Commission, Decisions, Vol. 1, p. 173. Docket No. 195 (1918). Cited 
\. Vine ler, Op. cit., p. 85. 


“F.T.C., Annual Report (1922), p. 145. Docket No. 580. 
I.T.C., Decisions, Vol. 8 (1925), p. 305. Docket No. 947. 
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Two other early, and more important, cases were those of the East. 
man Kodak Company” in its attempt to establish a semi-monopoly in 
the sale of positive movie film and the General Electric case,”* in which 
G.E. and affiliated concerns were charged with combining to create a 
monopoly in the manufacture, purchase, and sale of radio apparatus 
used in transoceanic radio transmission. The Eastman Kodak case js 
important from three viewpoints. First, it also represents a conspiracy 
with other respondents, members of the Allied Film Laboratories, Inc. 
Second, it constitutes the nearest approach to complete national monop- 
oly control of a product that the file of Trade Commission cases op 
unfair competition in foreign trade offers. Third, the affirmation of the 
decision in this case by the Supreme Court in 1927 established for the 
first time that the jurisdiction of the Commission extended to our for- 
eign commerce.*® The G.E. case is noteworthy, because it involved 
patent tie-ups among the respondent companies and was dismissed, 
supposedly** because our patent laws seemed to sanction the conduct 
of the respondents. 

A lag of six years ensued in the Trade Commission’s prosecutions, 
until 1934, when it issued a Cease and Desist order to the Lindsay 
Light Company of Chicago,” a corporation engaged in the importation 
from India of monazite sand, from which it manufactured certain 
chemicals that entered into foreign trade. The Chicago firm had en- 
tered into agreements with several large national producers abroad in 
order to divide the world market in the sale of thorium and thorium 
nitrate (used in the manufacture of gas mantles). For this reason alone 
the case is significant, because it provides a link between the more 
commonplace cases concerning multilateral price control and the gen- 
eral problem of international economic agreements of the type char- 
acteristically attacked by our Antitrust Division. 

Latterly, three additional cases have been added to the Commission's 
dossier. All three have concerned agreements to restrict the sales of 
certain products: in one instance between the Hills Brothers Company, 
importer of dates into this country from Iran and Iraq, and two 
British concerns;** in another case between American companies pr0- 
ducing lecithin, a chemical having numerous industrial uses, and Ger- 
man and Danish corporations;** and in a third between the Chilean 


*F.T.C., Decisions, Vol. 7 (1924), p. 434. Docket No. 977. Affirmed in 274 US. 619 

“F.T.C., Annual Report (1929), p. 183. Docket No. 1115. 

* Commerce Clearing House, Trade Regulation Service, Vol. 105, par. 505.222. 

* The Trade Commission does not always report its reasons for dismissal. 

=F.T.C., Decisions, Vol. 18 (1935), p. 240. Docket No. 2142. 

2 F.T.C. v. Hills Brothers Co., et al., F.T.C. Decisions, Vol. 31, p. 931. Docket No 
4105. (Order, September 19, 1940.) 

“FTC. vy. American Lecithin Co., Inc., et al., C.CH., Trade Regulation Service, Vo! 
106 (1941), p. 17,871. Docket No. 4173. 
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Nitrate Company, an importer, and the subsidiary of a domestic pro- 
ducer of basic nitrate of soda.”° In each case the Commission issued a 
Cease and Desist order to the American companies involved. 

If it is correct to restrict the legal meaning of “unfair competition” 
to cover only instances of collusion regarding price and output, as seen 
in the above group of cases,”* no difference exists between this approach, 
taken by the Trade Commission, and the so-called “economic” ap- 
proach adopted by the Antitrust Division, which can, therefore, be 
considered a purely “nominal” economic meaning of “unfair competi- 
tion.” As Professor Miller has stated, “The legal concept which has 
dominated public policy in tnis country has been that of free competi- 
tion” ;*’ and this idea, plus the non sequitur mentioned on pages 578 and 
579, above, characterize the approach of both agencies to the problem of 
unfair competition and/or monopoly. There is some distinction to be 
made, it is true, between the programs of the Trade Commission and 
the Antitrust Division in this field: the question of public interest has 
played a heavier réle in the prosecutions of the latter during the war 
period, just as it is likewise true that the magnitude of its work has 
been greater in the same period of time. But each of these facts is 
attributable to wartime conditions—the ease of identifying the “public 
interest”** under such conditions, and the necessity during the early 
phase of the war of maximizing national output of such critical goods 
as machine tools, aluminum, magnesium, steel, synthetic rubber, optical 
instruments, firebrick, and pharmaceutical supplies, all the subjects of 
antitrust proceedings. 

Thus, an “economic” criterion in the real sense of the application of 
economic analysis to market structures of various kinds, such as those 
underpinning the basing-point and open-price systems, the practice of 
dumping,** and other continued manifestations of large industrial power 
or peculiarities of an industry, is still lacking in the field of “unfair 
competition,” both foreign and domestic. True, the Trade Commission 


*F.T.C. v. Chilean Nitrate Sales Corp. and the Barrett Company, ibid., p. 17,589. 
Docket No. 3764. (Complaint, April 15, 1939.) 

*An eleventh case might be mentioned: F.7.C. v. Associated Lobster Dealers of Massa- 
chusetts, et al., F.T.C., Decisions, Vol. 21, p. 752. Docket No. 2587. Inadequately reported, 
this case was closed on January 3, 1936. 

* supra, p. 397. 

the amendments to its act in 1938 the Commission consistently failed to raise 

rious question of the public interest, as opposed to the narrow interest of com- 
tors directly involved, when monopoly or restraint of trade were at issue. The exact 
te was true in its proceedings covering misrepresentation, etc.: J. P. Miller, op. cit., 


Smithies, “Aspects of the Basing-Point System,” Am. Econ. Rev., Vol. XXXII, 
c., 1942), pp. 705-26; J. M. Clark, “Imperfect Competition Theory and Basing- 
roblems,” Am. Econ, Rev., Vol. XXXIII, No. 2 (June, 1943), pp. 283-300; L. Lyon 
Abramson, The Economics of Open Price Systems (Washington, Brookings Inst., 

; J. Viner, op. cit. 
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is hampered® in its endeavors to apply such analysis by the extreme 
flexibility of the definition of “unfair competition” to be found in jt; 
own act, although at least one past-chairman regards this as a beneficial 
aspect of the law.* It is true, also, that the amendments to its act. 
made in 1938, especially the change in Section 5 (a),** sponsored by 
the Commission, indicate an active desire to include consumer interes; 
in general within the purview of its labors.** Nevertheless, two maior 
shortcomings have persisted in the work of the Commission within the 
sphere of foreign trade. 

The first of these is partly procedural and partly structural in nature: 
the Economic Division has concentrated its attention upon domestic 
business, leaving to an inadequately staffed and poorly financed Ex. 
port Trade Section the impossible task of suitably investigating trade 
conditions in and with foreign countries, as stipulated in Section 6 (h) 
of the Federal Trade Commission act.** | 

The second shortcoming is one of policy entirely. It consists in the 
paternalistic attitude adopted by the Commission toward export asso- 
ciations formed under the provisions of the Webb act. In fact, the 
Commission was an important instrument in gaining the passage of 
this legislation, since it reported to Congress in 1916*° that foreign 
nations, because of superior facilities and more effective organization, 
permissible under their laws, held an advantage over this country in 
the world market. In the Commission’s opinion, fear of the Sherman 
law inhibited American exporters from developing equally efficient or- 
ganizations.** Furthermore, once the act had been passed, the Com- 
mission made three statements, significant in the light of its initial 
interest in fostering export associations in the United States: (1) Un- 
der the settled policy of the Sherman act, it declared, “an incidental 
or inconsequential effect upon domestic prices,’ due to the export 
activity of an export association, might not be unlawful for the reason 
that the statute might otherwise be nullified; (2) an American export 
association might codperate with a foreign corporation “for the sole 
purpose of operating in foreign markets,” just so long as the effect of 
such an arrangement was not prejudicial to economic conditions within 
the United States; (3) “an association [might] engage in allotting 
export orders among its members and in fixing the prices at which the 
individual members [might] sell in export trade,” provided that the con- 


"Cf. J. P. Miller, op. cit., pp. 87-88. 

* See R. E. Freer, “Some Concepts of Unfair Competition at Home and Abroad,” Trade 
Mark Reporter, Vol. 31 (April, 1941), p. 51. 

In the Wheeler-Lea Act, Public Law No. 447, 75th Cong., 3rd sess. 

“J. P. Miller, op. cit., p. 101 

* S. Schwartz, op. cit., p. 106. 

* Cf. Codperation in American Export Trade. S.D. No. 426, 64th Cong., Ist sess. (May 
2, 1916). 

“B.S. Kirsh, Trade Associations (New York, Central Book Company, 1928), p. 1°! 
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juct was not in restraint of trade, meaning domestic trade.” Not only do 
these statements seem to suggest that the major interest of the Trade 
Commission in foreign trade has been as a means of fostering American 
exports, regardless of the economic consequences in the outside world 
and, indirectly, in the United States** but they also harmonize with a 
provision of the Webb act that has been termed “unique in the field 
of trade regulation.’’*® This provision (Section 4), extended the powers 
( the Commission under its own act (of 1914 and 1925) to include 
investigation and suppression of “unfair” methods of competition re- 
sorted to by exporters against competitors in the same trade and of 
the same nationality, even though the acts in question should occur 
beyond the territorial jurisdiction of the United States.*® This concern 
for the individual exporter seems to be a projection into the interna- 
tional market of the Commission’s solicitude for the individual com- 
petitor at home.** 

Reverting, finally, to the question of the sufficiency of the criterion 
used by the Trade Commission in dealing with “unfair competition” 
1 the world market: the inadequacy of a yardstick fashioned out of 
the idea of collusion or conspiracy in restraint of trade would have 
been manifest as early as the quarter century preceding World War I, 
so far as the international market would have been concerned. The 
Commission had yet to come into being at that time. Still, the code of 
business ethics prevalent in foreign trade during that period has been 
characterized as being “widely at variance with the rules observed in 
domestic trade,’** meaning that they were far worse, not far better. 
Since then the state of affairs has steadily worsened, due primarily to 
the upsurge of trade in a particular commodity—industrial agreements, 
usually of a patents- or joint-ownership variety where American firms 
are concerned**—which are commonly designated as “international 

Ibid., p. 164. See also T.N.E.C., Monograph No. 21, “Competition and Monopoly in 
American Industry,” by Clair Wilcox, p. 220. 

See the testimony of S. M. Bash, Member of the Board of Managers, Steel Export 

n of America (T.N.E.C., Hearings, Part 20 [pp. 10935, 10963, 10970]), to the 
because his experience had been limited to foreign trade, he was unable to 

ite the relationship between the foreign and domestic markets. Mr. Schroeder, District 
sales Manager in New York for the Wheeling Steel Corp. testified similarly. Although the 
vernmental representatives were incredulous, T.N.E.C. Monograph No. 6, Export Prices 
ml Export Cartels, p. 93, tends to support their testimony: “in most instances export 
> policy is determined quite independently of domestic price policy and often by dif- 


ent individuals.” 


TN.EC., Final Report of the Executive Secretary (1941), p. 102. Commissioner 
on hinted broadly in his dissent to the decision in the Douglas Fir case that the 
sal _was the result of the other commissioners’ leaning-over backward to sanction 
conduct of a Webb-Pomerene Association. 
'. F. Notz, “Export Trade Problems,” Jour. Pol. Econ., Vol. 26 (1918), p. 117. 
‘/. Corwin D, Edwards, “International Cartels as Obstacles to International Trade,” 
on. Rev., Vol. XXXIV, No. 1 (Mar., 1944), suppl., p. 331. 
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cartels.” These have frequently enjoyed strong political backing, ¢. 
pecially during the Great Depression; ** and are not completely megs. 
ured by a yardstick constructed to gauge restraint of trade. 

The record of the Antitrust Division during the past five years js 
proof that a dent can be made in this armor of oligopoly by traditional 
legal methods; but no study has been started (making the large x. 
sumption that the necessary information would have been supplied to 
anyone outside of the Division during wartime), of the effectiveness 
of these prosecutions in terms of enlarged output and lowered average 
cost for items previously manufactured, or of innovations attended by 
lowered supply schedules, not to mention the correction of or compen- 
sation for rather permanent market conditions calling forth the agree. 
ments in the first place. The entire problem calls for economic analysis, 
instead of an approach conceived in terms of the preservation of free 
competition. For example, it is sometimes assumed that international 
combines (as opposed to the looser, cartel-type of organization) are 
synonymous with international monopoly; whereas, in fact, there may 
be several such combines engaged in a powerful oligopolistic struggle, 
producing the opposite of monopolistic stability in prices and, perhaps, 
in profits.*® This effect would, a priori, seem to be more probable under 
the cartel type of agreement, because of its loose character, leading to 
dissolution of the ties binding the constituents during depressive con- 
ditions. Or, in the event that national control of an international com- 
bine is potent (as in the case of Germany and I. G. Farben—in a case 
where the combine represented an extension of a vertical or horizontal 
grouping at home—the home enforcement agency would be able to 
keep the combine within the bounds of “public service.” (Unfortu- 
nately, “public service” in the German mind did not coincide with the 
meaning of the term in our own in this particular case.) 

To summarize: the economic problems revealed in a study of the 
accomplishments of the Federal Trade Commission in the region oi 
unfair competition in foreign trade are more complex than the legal 
remedy of attacking collusion in restraint of trade would suggest. So 
far as the Trade Commission itself is concerned, dissipation of its 
energies in prosecuting cases involving the common-law concept 0! 
unfair competition, the concomitant inattention to conditions of foreign 
trade, and its predilection for export trade associations have combined 
to make it singularly impotent in this area, despite extensive legislative 
authorization and its existence over a span of three decades. 


“TIbid., pp. 334-36. For the French experience, see André Piettre, L’Evolution d# 
Ententes industrielles en France depuis la Crise (Paris, Libraire du Recueil Sirey, 1%° 
pp. 110-20. 

© Cf. Edwards, of. cit., pp. 338-39; and A. Plummer, International Combines in Moderns 
Industry, 2d ed. (London, 1938), p. 15. 
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SOME PROBLEMS IN THE DEVELOPMENT OF THE 
COMMUNICATIONS INDUSTRY 


By CarriE GLASSER* 


A study of the use of rapid communications in the United States in 
the past 18 years reveals that we are tending to talk more and write 
less and that, when we do write, the airplane is becoming a more im- 
portant medium for the transmission of messages than the wires that 
connect the thousands of communities in this country. The present 
paper describes the changes that have taken place and discusses some 
of the economic problems that these changes have brought in their 
wake. 

For the economist the problems are challenging, for they span the 
areas of private enterprise, government regulation and government 
subsidy. The framework also encompasses the problems of a declining 
industry, landline telegraph, whose past has been marked by inflexible 
price policies and poorer service standards than competitive conditions 
required. The future of this branch of communications will depend not 
only on the initiative exercised by management in correcting these 
deficiencies but also on the judgment of the regulatory agency, the 
Federal Communications Commission, in formulating measures appro- 
priate to the present and future condition of landline telegraph. More- 
over, remedial measures are also needed to provide for an orderly 
development of the entire rapid communications industry so that 
facilities essential in the public interest are not jettisoned in untimely 
fashion and so that labor displacement resulting from technological and 
other changes is effected in a manner which minimizes social costs. If 
the Federal Communications Commission is to solve the difficult prob- 
slems that confront it, a searching investigation of the complex com- 
petitive interrelationships of the communications services under its 
jurisdiction must be undertaken. However, it will not be sufficient 
merely to limit the investigation of domestic rapid communications to 
a study of competition between telegraph, radiotelegraph and telephone, 
the utilities over which the Commission has direct and extensive regu- 
latory authority. The intensification of competition from air mail and 


_*The author was formerly with the Federal Communications Commission. The opin- 


‘ons expressed are the author’s personal views and do not necessarily reflect the views 
ot the Commission. 
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the potentially large area of competition forthcoming from the adapta. 
tion of radio to common carrier communications call for a widening of 
the area within which appropriate policies must be formulated. 


I. Definition of Rapid Communications 


The term “rapid communications” is taken here to mean those sery. 
ices, other than the ordinary mail service and local telephone service. 
which provide for the transmission of written or voice communications 
on a common carrier basis within the United States. This definition 
also excludes radio broadcasting which at the present time is a non. 
common carrier method of communication.’ Included in this analysis 
are the privately owned and governmentally regulated wire services 
(landline telegraph and long distance or toll telephone’), radiotelegraph 
communications, which are similarly privately owned but governmen- 
tally regulated, and the subsidized air mail service. In each case atten. 
tion is focused on the domestic and not the international traffic handled 
by the various media of rapid communications. The time period sur. 
veyed is that from 1926 through 1943. 

It may be noted by way of introduction that telegraphic communica- 
tions within the United States are provided by three groups. The West- 
ern Union Telegraph Company, with which the Postal Telegraph 
Company merged on October 7, 1943, dominates the landline telegraph 
business. Secondly, landline telegraph services are supplied by tele. 
phone companies (mainly the Bell System) and, although these opera- 
tions form a minor part of the long distance traffic handled by telephone 
companies,’ they have afforded considerable competition to Westem 
Union.* Of total revenues derived from domestic landline telegraph 
communications in 1943, 21 per cent is assignable to the telegraph 
operations of telephone companies and approximately 79 per cent to 
Western Union. Thirdly, a small amount of telegraph traffic is handled 
by means of radiotelegraph. Although this is an expanding service, in 
no year since 1926 did it, on either a volume or revenue basis, amount 
to as much as one per cent of all rapid communications transmitted 
within the United States. 


of facsimile messages, it is included in our frame of reference. 

7A small part of long distance telephone communications in the U.S. is now bem 
handled by means of radiotelephone. This service is now in operation on an exper 
mental basis between New York and Boston and on a regular basis in the Chesapeait 
Bay area. 

* Approximately 6 per cent of all toll telephone revenues in 1943 came from the tele 
graph operations of telephone companies. 

“In view of the merger of Western Union with Postal Telegraph it will be convent 
to refer in this paper to Western Union alone although it should be understood that t 
data for landline telegraph are based on reports from both carriers. 
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II. Trends in Consumer Use of Rapid Communications 


Changes in consumer use of the different media of rapid communi- 
cations since 1926 are illustrated by Table I which presents, on a per 
capita basis, the number of landline telegraph messages transmitted 
by Western Union, long distance or toll telephone messages, radio- 
telegraph messages and air mail pound miles flown. The statistics of 
toll telephone traffic do not include telegraph messages handled by 
telephone companies but cover only voice communications. Data on 
the volume of written communications transmitted over the telegraph 
facilities of telephone companies are not available although revenues 
derived from them are. The latter are examined at a later point in 
this paper. 

The points of major interest revealed by the figures in Table I may 
be summarized as follows: 

1. When the period is viewed as a whole and when the changes in 
per capita use of the different communications media on the basis of 
the terminal years, 1926 and 1943, are measured, landline telegraph 
shows a decline of 11.4 per cent while toll telephone shows an increase 
of 39.4 per cent. The gain in the use of air mail between 1932 (the 
first year for which comprehensive data are available) and 1943 was 
more than eightfold. 

2. In the depression of 1929-1933, per capita use of landline tele- 
graph «nd toll telephone fell by approximately the same relative 
amounts. In evaluating the significance of this decline for each service, 
it should be noted that between 1926 and 1929 the gain in long distance 
telephone usage was almost seven times as great as the gain in the use 
of landline telegraph. During this early period the air mail service was 
still on an experimental basis and, consequently, offered no effective 
competition to other means of rapid communication. 

3. In the recovery years from 1933 to 1937, landline telegraph 
increased faster than toll telephone but the proportionate gain in both 
services was surpassed by the expansion in the use of air mail. It 
should be noted that the advantage realized by landline telegraph over 
toll telephone during this period was more apparent than real. As the 
data contained in Table II below indicate, between 1933 and 1937 
consumer expenditures for long distance telephone increased by a far 
greater amount than expenditures for telegraph. The greater telegraph 
gain, on a volume basis, was due to the introduction of cheaper classes 
of messages whose proportionate increase in number exceeded the gains 
in terms of revenues. 

4. The short depression of 1937-1938 caused a substantially greater 
decline in landline telegraph than in toll telephone while air mail use 
continued to grow. 
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TABLE I.—NuMBER OF LANDLINE TELEGRAPH, Rapio TELEGRAPH AND TOLL TELEPHox: 5 
MESSAGES PER CAPITA AND NUMBER OF Arr Mart Mies FLown PER Caprta, 1926-1943 seri 
Per Capita* in t 
con 
Year Number of Messages = gair 
Landline Radio Toll was 
Telegraph> Telegraph* Telephone? Air Maile 
1926 1.83 .007 | 7.80 serv 
1927 1.79 .007 8.34 of tl 
1928 1.85 006 9.03 
1929 1.90 .006 9.72 
1930 1.71 .006 8.68 done 
1931 1.48 .006 7.95 tra ff; 
1932 1.14 .006 6.44 50.27 
1933 1.14 007 5.76 38.50 woul 
1934 1.24 012 5.93 35.72 actu: 
1935 1.30 015 6.12 53.36 ther 
1936 1.43 .018 6.81 76.31 
1937 1.56 022 6.89 98.84 althe 
1938 1.35 .027 6.74 108 .90 decri 
1939 1.7 .027 6.93 120.86 ment 
1940 1.38 .018 7.29 141.48 
1941 1.51 .018 8.28 167.38 (6.8. 
1942 1.60 t 9.28 234.76 and ¢ 
1943 1.62 10.87 423.27 the c 
Percent Change able 
6. 
1926-29 + 3.8 — 14.3 +24.6 — than 
1929-33 —40.0 + 16.6 —40.7 
1933-37 +36.8 4214.3 +19.6 156.7 of th 
1937-38 —13.5 + 22.7 — 2.2 + 10.2 point 
1939-43 +18.3 +56.8 250.2 
— perio 
* Obtained by dividing annual total of messages and air mail pound miles flown by the statec 
population of the United States as of July 1 of each year as estimated by the Bureau of the missic 
Census. The population figures for 1942 and 1943 exclude persons in the armed forces con- a3 
sidered to be outside of the United States in those years. telegr 
> Based on reports to the Federal Communications Commission from the Western Union of the 
Telegraph Company and the Postal Telegraph Company. The data exclude stock and com- transr 
mercial news messages and cable messages transmitted over domestic landlines. oir 
° Data for 1926 to 1936 inclusive based on reports to the Federal Communications Commis- On 
sion from RCA Communications and Mackay Radio and Telegraph Company (California and show, 
Delaware). Data for years since 1936 cover these and 5 other small carriers. mover 
4 Based on reports of Class A telephone companies to the Federal Communications Con- a 
mission. since 
* Based on statistics compiled by the Postmaster General. Data prior to 1932 are not “ 
available. Air mail pound miles flown denote the weight of the mail carried times the distanct . Som: 
flown. Vata w. 
! Data for years 1942 and 1943 are not comparable with figures for prior years because of the the abor 
other in 


partial discontinuance of this service during the war upon order of the Board of War Cox 
munications as a necessary security measure. * Ann] 
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5. Although the war period saw an expansion in the demand for all 
services, the growth in landline telegraph lagged far behind the increase 
in toll telephone and the gain in both telegraph and toll telephone was 
considerably smaller than the increase in air mail.’ Specifically, the 
gain in per capita use of landline telegraph amounted to 18.3 per cent 
between 1939 and 1943; the corresponding figure for toll telephone 
was 56.8 per cent and for air mail, 250.2 per cent. It is of interest to 
note in this connection that the remarkable expansion of the air mail 
service between 1942 and 1943 was accomplished with about one-half 
of the number of aircraft employed in 1942 because of the transfer of 
many commercial planes to the military services.’ Presumably this was 
done by reducing the amount of space formerly devoted to passenger 
traffic. It is of course true that the telephone and telegraph carriers 
would have been able to handle a larger volume of traffic than they 
actually did in 1942 and 1943 had material restrictions not prevented 
then from making additions to plant. The point, however, is that, 
although their facilities did not increase substantially, neither did they 
decrease as in the case of air transport of mail. Technical improve- 
ments introduced in certain parts of the system during the war years 

e.g., reperforator switching in landline telegraph and automatic dialing 
and coaxial cable in long distance telephone communications) enabled 
the carriers to transmit a greater number of messages over the avail- 
able circuits. 

6. The development in the use of radiotelegraph was more rapid 
than even that of air mail in the years prior to 1938. Due to the order 
of the Board of War Communications restricting domestic point-to- 
point radiotelegraph communications during the war as a security 
measure, the comparison with other services is limited to the pre-war 
period. Despite the rapid growth of radiotelegraph, this service, as 
stated above, remained only a small factor in the field of rapid trans- 
mission of domestic communications. The domestic traffic of radio- 
telegraph carriers represents, it should be noted, only about one-fourth 
of their total business; the remaining three-fourths is derived from the 
transmission of messages between this country and foreign points. 

On the basis of revenues, the different communications services 
| show, with minor variations, the same long-run trends and shorter-run 
movements indicated by the data on the physical volume of traffic. 
Since the preceding discussion has already noted the major changes in 


_ ‘Some of the gain in air mail may have been due to an increase in packages handled. 
Jata which segregate letters and packages are not available. The assumption implicit in 
‘he above statement is, therefore, that the two components bore the same relation to each 
ther in all years. | 


"Annual Report for 1943 of the Postmaster General, p. 18. 
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consumer use of communications services in different time periods, j 
will be sufficient to limit comment at this point to those aspects no 
already covered. For this purpose Table II presents, in index form, 
annual revenues received by the wire and radiotelegraph services anj 
air mail in the period from 1926 to 1943. In addition to those services 
already examined, the revenue data permit identification of the growth 
of the telegraph operations of telephone companies. Before turning ty 
an examination of this service, it is worth noting that in current dollar; 
revenues received by Western Union in 1943 were approximately one 
per cent below its revenues in 1929. On the other hand, toll telephone 
revenues (exclusive of income received from telegraph operations 
were 71.3 per cent greater in 1943 than in 1929; a comparable gain 
is indicated for radiotelegraph carriers. 

Western Union and the telegraph facilities of telephone companies 
compete directly for the traffic afforded by businesS, government and the 
press. Telephone companies do not provide an over-the-counter tele. 
graph service to the general public. They do provide either on a private 
line basis or on a general exchange basis (teletypewriter exchange serv- 
ice known as TWX‘), telegraph facilities for the use of business con- 
cerns, newspapers and other press services. An examination of the 
statistics contained in Table II indicates that the increase in revenues 
from these operations between 1926 and 1929 was more than six times 
as great as the increase in Western Union’s revenues, that the decline 
during the depression of the 1930’s caused a much smaller loss and 
that the gains in the years of pre-war recovery and later during the war 
were greater than those realized by Western Union. Revenues from the 
telegraph operations of telephone companies accounted for 4.1 per cent 
of all rapid communications revenues in 1926 and 4.8 per cent in 1943. 

A diversion of press traffic from Western Union circuits is to a large 
extent responsible for the marked expansion of the telegraph operation: 
of telephone companies. Between 1929 and 1943 press messages trans- 
mitted by Western Union declined in number from 19.2 million to 74 
million and the proportion of this traffic to the total message file of the 
carrier fell from 8.3 per cent to 3.4 per cent.* While some of this traific 

" TWX is analogous in operation to the regular telephone service except that the forme! 
is a record and the latter a voice type of communication. Subscribers to this service sen 
telegraph messages to other subscribers by contacting the TWX operator who establishes 
the connection with the receiving subscriber. The sender transmits the message on 4 
teletypewriter; on the other end the message is recorded on the same type of equipment 
adjusted for reception. A subscriber pays a minimum charge of ten dollars per month. 
If the number of messages sent during the month exceeds a certain maximum, an addi- 
tional charge is levied on a per message basis. 


* Statistics of the number of messages, by class, transmitted by landline telegraph cr 
riers are based on annual reports to the Federal Communications Commission. 
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II.—INDEXES OF REVENUES RECEIVED FROM Domestic TELEGRAPH, LONG DISTANCE 
TELEPHONE AND Ark Mart Communications, 1926-1943 
(1939 = 100) 


Index of Annual Revenues (1939=100) 


Landline Telegraph : 
Radio Toll* Grand 


Western | Telephone | Sub- Total 
Union Companies) Total 


142 87 
140 92 
102 


3 
5.3 
0 


s: Same as Table I. Data for telegraph operations of telephone companies for 1926 
1934 inclusive are based on Bell System reports to the Federal Communications Commis- 
[he 1935-43 data for this service cover telegraph operations of all large telephone 
riers. The change in coverage affects the comparability of the statistics in the two periods 
nly a minor degree. 
* Exclusive of revenues from telegraph operations. 
> Estimated. 


may have been diverted to new classifications introduced by Western 
Union in 1931 (timed wires and serials), a greater part of the loss was 
undoubtedly to the private line telegraph circuits and TWX facilities 
of telephone companies. Aside from the press, the use of TWX by 
government and business has expanded rapidly in recent years. 

The evidence presented thus far points clearly to an important shift 
in consumer use of rapid communications media. Even before the 


not 
nd 
th 
ars 
ne 27 
29 154 | 106 145 31 108 114 
un 1930 139 | 114 | 135 36 106 31 110 . 

193 118 | 107 115 34 99 39 101 
™ 1932 9 | 92 90 33 80 38 81 
“4 1933 88 | . 89 88 33 71 38 75 
ne 1934 94 90 93 60 76 36 79 
1935 Pew 97 74 81 | 41 84 
te Ma 1936 107 | 103 106 89 | 91 | 61 94 
~ 1937 108 110 | 108 107 96 75 98 
' 1938 97 100 | 98 95 93 | 94 95 
n- Ma 1939 100 100 | 100 | 100 100 | 100 100 

1940 104 98 | 103 159 107 | 119 | 107 
~ He 1941 118 | 106 | 116 184 127 | 149 125 
8 Me 1942 132 | 151 136 119 147 | 209 146 
13 1533 | 173 is7 55 185 | 370 183 
| Percent Change | | 
1926-29| + 8.4 | +51.4 | 413.3 | —3.1 | +421] — | +31.0 
1929-33 | —42.9 | -16.0 | —39.3 | +64 | -34.2] — —34.2 
, 1933-37 | +22.7 | +23.6 | +22.7 | +224.2 | +35.2 | +9 | +30.7 
1937-38 | -10.1 | —91 | —9.2 | —11.2 |] —3.1]+ — 3.1 
-43| +53.0 | +73.0 | 457.0 | —45.0 | +85.0 | +27 | +83.0 
29-43} — 0.7 | 463.2 | + 8.3 | 477.4 | 471.3] — | +60.5 
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advent of the domestic air mail service on a large scale, the landling W 
telegraph services of Western Union were losing ground to long dis. Miits 
tance telephone communications. In this respect the change involved HM spec 
a trend toward greater use of the oral rather than the written form oj land! 
rapid communications. In this pre-air mail period, however, it is aly Hi mail 
evident that in the field of written communications Western Unio, Mito, t! 
was losing traffic to the telegraph circuits of telephone companies, messi 

As a result of the smaller gains in expansion periods and greate Mito re 
declines in depression years, Western Union’s share of revenues fron 
all rapid communications fell almost without interruption from 35) 
per cent to 18 per cent between 1926 and 1943. (Table III shows fx 
each year the proportion of revenues from each source of total con. 
munications revenues.) The share taken by long distance telephone 
increased during the same period from 60.5 per cent to 70 per cent 
The share of air mail grew from one per cent in 1930 to 7 per cent 
in 1943. In terms of physical volume, between 1939 and 1943 air mai 
traffic increased more than 258 per cent; the corresponding gain for 
landline telegraph was 21.4 per cent and for long distance telephone 
calls, 60.6 per cent. 
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TasLe II].—PERcENT REVENUES RECEIVED FROM TELEGRAPH, TOLL TELEPHONE AND An 
Mart Services OF TOTAL Raprp COMMUNICATIONS REVENUES, 1926-1943 


Percent of Total Annual Revenues from Rapid spolici 
Communications Total Rapid fas 
ast e 
Communications 

Year Domestic Telegraph Revenues Toll Revenues doubt 
l Telephone| Air Total (thousands of offing 
Western | Telephone | Radio (excl. of | Mail ota Pema Anc 
Union | Companies | Telegraph | telegraph) | 
1926 | 35.2 ee 60.5 100.0 404,529 transr 
1927 32.8 42 | 22 62.8 100.0 427 ,647 D8 m 

1928 | 30.8 4.5 7 64.6 100.0 471,867 be 
1929 | 29.3 4.8 A 65.8 100.0 528, 117 Bemessa 
1930 27.2 5.3 . 66.4 1.0 100.0 513,135 raffic 
1931 25.1 5.4 1 68.1 1.3 100.0 469,932 andl 

1932 23.9 5.8 2 68.5 1.6 100.0 375, 388 : 
1933 25.6 6.1 2 66.3 1.8 100.0 346, 258 an Inc 
1934 25.7 5.8 o 66.6 1.6 100.0 367 , 525 of the 
1935 25.4 5.4 4 67.1 1.7 100.0 388 , 666 Var a 
1936 | 24.6 5.6 4 67.2 2.2 100.0 437 ,070 eto. 
1937 | 23.6 te ee 67.6 | 2.7 | 100.0 456, 641 in 193 
1938 22.2 68.5 3.5 100.0 438,814 

1939 | 21.6 69.4 3.5 | 100.0 464,208 

1940 21.1 as 4 6 69.8 3.8 100.0 495,752 "A ¢ 
1941 20.4 4.3 | 6 70.5 4.1 100.0 $80, 339 pendent 
1942 19.6 69.9 4.9 100.0 677,235 coeffic 
1943 | 18.0 70.0 7.1 | 100.0 850,859 elations 
Sour 


Source: Same as Table II. 
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With the growth of the air mail service, which each year added to 
its coverage more and more communities and improved its service in 
speed and reliability, a further diversion of traffic from Western Union 
landlines was affected. It is of interest to note that the results of air 
mail competition are particularly noticeable in, although not limited 
to. the cheaper classes of telegraph messages (day letters and night 
messages) which were belatedly introduced by the carrier in an effort 
to retain consumer preference for its services. Even at the height of 
the war boom in 1943, for example, 8.7 million fewer night messages 
were sent than in 1929 and 5.5 million fewer day letters. 

There can be little doubt that the reduction in consumer demand 
for day and night letters is closely related to the growth of air mail.’ 
Because both classifications, the second and third largest categories 
of traffic handled by Western Union, are of a deferred nature (that is, 
the transmission of messages in these classifications is delayed if higher 
priority telegrams await sending), demand is strongly influenced by 
the fact that air mail is both a cheaper form of communication and in 
many cases satisfies approximately the same class of need more ade- 
quately. It may be anticipated that in view of the increasing speed of 
the air mail service and its rapidly expanding coverage, an even greater 
diversion of traffic of the deferred type from telegraph landlines to air 
mail will result unless drastic changes are made in the rate and service 

Bpolicies of the landline carrier. Whether these changes can be made 
fast enough to match the tempo of advance in aviation appears to be 
doubtful. However, no alternative to such experimentation is in the 
offing except that of contraction. 

Another market for the services of Western Union appears to be 
narrowing. Prior to 1934 the number of federal government messages 
transmitted over landline circuits increased steadily each year. In 1934 
98 million government messages were sent or 6.2 per cent of the total 
message file of Western Union. From 1934 to 1941 this source of 
Btraffic decreased sharply; only 5.8 million government messages were 
handled in 1939. The reduction in volume, which was partly offset by 
an increase in government rates, is largely attributable to the growth 
of the federal government’s own system of rapid communications. The 
Var and Navy Departments sent by means of radio 46.8 million words 
in 1934 and 71.1 million words in 1940, an increase of nearly 28 per 
cent.” These figures cover messages handled by these departments for 


‘A correlation analysis made between consumer expenditures for day letters (de- 
pendent variable) and air mail (independent variable) in the period 1930 to 1943 yielded 
h coefiicient of more than minus .9. Similar results were obtained on the basis of the 


lationship between expenditures for night messages and air mail. 
"Source: Appendix to Hearing on Senate Resolution No. 95, 1941, pp. 243-44. 
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other government agencies as well as their own traffic. Although data 
are not available it may be assumed that this trend has continued dur. 
ing the war. A second factor responsible for the loss of government 
traffic by Western Union has been the tendency toward greater use of 
long distance telephone communications and TWX by government 
agencies.”* 

In 1942 and 1943 the volume of government traffic transmitted over 
Western Union’s lines was greater than in any year since 1926 due to 
war activity and to the fact that the government’s own circuits were 
operating at full capacity. There is some question as to whether the 
declining trend indicated between 1934 and 1939 will be resumed after 
the war or whether the government will abandon its own facilities and 
turn back to using those of the private carriers. Needless to say, this 
is a problem which troubles the industry greatly. A reading of the trade 
journals leaves one with the impression that no great optimism exists 
that the costly and technically proficient communications system de- 
veloped during the war by the government will be dismembered in the 
near future. 


III. Markets for Competing Rapid Communications Media 
After the War 


From the preceding brief review of the development of rapid com- 
munications since 1926, we may conclude that the heyday of Western 
Union’s landline telegraph operations is now past as a result of a shift 
in consumer preference in the direction of greater use of long distance 
telephone communications. This shift occurred even before the advent 
of air mail but, as the latter expanded, further inroads were made on 
traffic that would otherwise have gone to the landline telegraph cir- 
cuits. The decline in government traffic due to the development of a 
government owned and operated rapid communications system and the 
diversion of business and press traffic from Western Union lines to 
telegraph circuits of telephone companies, added to the losses suffered 
by the major landline carrier. 

The diversionary effects of air mail competition were, however, not 
limited to landline telegraph alone. From the data presented in Table! 
above, it will be observed that the number of long distance calls per 
capita in the years from 1930 to 1942 was less than in 1929 and only 
in 1943 did this index of consumer use of long distance telephone com 

™ The number of government messages handled by the Chesapeake and Potomac Tele- 
phone Company out of Washington doubled between 1934 and 1941 while Westem 
Union’s government file declined by more than 40 per cent in the same period. Because 
the data reported by the telephone company cover both long distance telephone calls 


and TWX messages, the total increase indicated may not accurately represent the ga 
for each component. 
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munications rise above the 1929 level. It may therefore be inferred 
that air mail siphoned off traffic from telephone as well as from tele- 
graph lines. That landline telegraph has suffered more from air mail 
-ompetition than telephone is readily explainable by the fact that both 
telegraph and air mail transmit written communications. However, 
since there are many situations in which written messages can serve the 
same purposes as oral communication, an area of competition exists 
within which both air mail and long distance telephone vie for traffic. 

[here is, of course, an area wherein each service satisfies consumer 
demand in a unique fashion so that the substitution of one service for 
another is not a real possibility. Thus, in considering consumer use of 
landline telegraph, it is obvious that where a record of a message is 
desired or where the simultaneous presence of the communicating 
parties at the telephone is not possible, a reduction in long distance 
telephone rates would not cause a loss in telegraphic traffic even if 
telegraph rates remained unchanged. Where a written record is not 
required but the message is short enough to take the minimum tele- 
graph rate and this rate is cheaper than the initial period long distance 
telephone rate, consumer use of landline telegraph may be maintained. 
The low cost of air mail service has in the past and will in the future 
act to divert traffic from both long distance telephone and landline tele- 
graph lines. But even in this case it is patent that certain classes of 
traffic are not divertible for various reasons, the most important of 
which are the superior speed of telegraph and telephone transmission 
and the accessibility of these services in many communities not served 
by direct air mail routes. 

The examples cited indicate that there are certain types of consumer 
demand for which competition is limited because no real alternative 
or substitute method of rapid communications is available. However, 
while traffic of this type is an important component of each service, 
there are other large classes of traffic for which the different com- 
munications media are all competitors. Moreover, largely by virtue of 
the impetus provided by air mail, the area of competition is being 
widened rapidly. It will be readily admitted that the potentialities of 
the air mail service after the war are now greater than seemed possible 
even as late as 1941 due to the tremendous wartime advances in avia- 
tion technology and to the growth in the scale of airplane production. 
Even under wartime limitations of equipment, the air mail service has 


| 


leveloped enormously; the reconversion of the airplane industry for 
commercial purposes will mean more planes, greater speed, reliability,” 


The reliability of the air mail service has been consistently high but in all years 
since 1926 the number of air miles actually flown was less than the number scheduled. 


- no year, however, was this ratio of performance less than 90 per cent. Source: Annual 
eport 


jor 1943 of the Postmaster General, p. 85. 
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and coverage than has been possible heretofore for this branch of rapid 
communications.** 

These factors will inevitably intensify the competition which air mai] 
offers to both telephone and telegraph. They will serve to narrow the 
area of strong consumer preference for telegraph to a class of record 
communications which must be delivered within a shorter time period 
than is possible by means of air mail. Even at the present time a 
serious breach has been affected in the area of rapid communications 
previously dominated by the wire services by the introduction of an 
eight-hour air mail service from coast to coast. This rapid service js 
still limited but it may be anticipated that, as it becomes more generally 
available, only those messages that require less than eight hours for 
transmission need be sent by means of wire from, say, New York City 
to San Francisco. It remains to be seen how soon the area of public 
preference for wire services will be reduced even further. In view of 
the fact that air mail rates are now so relatively low, future changes 
in such rates may be of less competitive significance to telephone and 
telegraph carriers than improvements in speed, accessibility and re- 
liability of the air mail service. 

Faced with the challenge offered by air mail, long distance lines have 
been extended, rates have been reduced (although it is debatable 
whether they have been reduced sufficiently), and service has steadily 
improved.** With respect to landline telegraph, it is commonly recog- 
nized that such measures that have been taken in the past have been 
for the most part of the “too little and too late” variety. Thus, although 
the need for a new class of service, at rates low enough to cause at least 
a retention if not an expansion of consumer use of telegraph, was 
recognized at the outset of the depression of the 1930’s, it was not 
until 1934 that such a classification was put into effect by Western 
Union. The demand for this new service (greetings, tourate and other 
flat rate communications) grew rapidly from then on but either because 
the rates were not low enough or because consumer habits with respect 
to the use of telegraph had by that time been changed, the increase in 
traffic yielded by this new service was not sufficient to offset com- 

“It is somewhat startling to learn that in 1944 there were only 245 commercial aircraft 
in operation and 453 in 1941. (Source: Civil Aeronautics Administration.) Estimates of 
the number of planes to be used by commercial lines within the next ten years range from 
1,000 to 5,250. (Source: Exhibit 109, Docket 6651, Federal Communications Commission, 
Sept. 28, 1944. In the Matter of Allocation of Frequencies.) 

* The effect of air mail competition on long distance telephone has not, and probably 
will not, be of major concern to telephone companies as long as the economy operaits 
on a fairly high level. While business conditions remain good, their share of all rapid 
communications traffic may decrease, but the absolute volume of telephone traffic wil 


grow. The situation in telegraph is quite different for in this case it is not only the share 
but the absolute amount of business that is in danger of being cut severely. 
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pletely the revenue losses suffered by the other categories of traffic. 
Other cheaper classes of services, serials and timed wires, designed 
to recover some of the business and press traffic lost to the tele- 
graph operations of telephone companies, were introduced belatedly 
and failed to stimulate demand sufficiently. In this case the competi- 
tion that Western Union had to meet was not only that of lower rates 
but also better service. TWX (the teletypewriter exchange service of 
the Bell System) was started in 1931 and rapidly outbid Western 
Union on both bases. At the present time the issue faced by Western 
Union is no longer that of forcing TWX out of the industry by under- 
cutting it in rates or by excelling it in service. Rather, the question 
now is whether to absorb TWX, permitted by act of Congress, and 
thus eliminate competition through amalgamation. In this connection 
it is of interest to note that the National Federation of Telephone 
Workers, the union that represents a considerable number of telegraph 
as well as telephone employees of the Bell System, has come out in 
active opposition to the merger largely on the ground that the growing 
telephone industry affords workers greater security than Western 
Union. 

Since TWX has absorbed much of the press traffic that formerly 
| was handled by Western Union, the merger presumably would return 
to that carrier a valuable source of income and eliminate an active 
competitor. If it is assumed that the merger will take place, the benefits 
sought will be realized only if the following conditions prevail: (1) any 
diversion of traffic from other classes of service provided by Western 
Union is more than offset by the increase in use of TWX, and (2) the 
superiority of TWX is maintained even after new types of services are 
developed and placed on the market. 

The tendency for a new service to siphon off traffic from older 
classifications has been proven by experience. So far, the new services 
developed by Western Union have nct been sufficiently successful in 
increasing consumer demand with the result that Western Union’s 
share of total rapid communications traffic has fallen steadily. Even 
more striking is the fact that in 1943 the domestic revenues of the 
carrier were still below their 1929 level. The explanation for this situa- 
tion, as already stated, appears to be the tardy introduction of the new 
classifications of messages at low rates, the failure to make the neces- 
sary reductions in rates in the older classes of messages, and the main- 
tenance of service which by comparison with competing types of 
; communications was inadequate. The revision of the present rate 
structure is the central problem that confronts the landline carrier as 
well as the regulatory agency. | 

While major adjustments in Western Union’s rate structure are 
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prerequisite in the struggle to maintain the carrier’s standing in the 
communications field, it is also generally recognized that the present 
telegraph plant requires extensive modernizing to keep pace with 
known improvements in the communications arts. The technique oj 
communications is rapidly changing and with the relaxation of wartime 
controls new products will be forthcoming. Because the ownership of 
these products or services is not monopolized by a single concern, com- 
petition may be expected to be active in bidding for traffic now handled 
by even such technically efficient methods as TWX. For example, the 
facsimile process of handling telegrams which does away with coding 
and decoding operations and thus reduces transmission time and te. 
duces the possibilities for error, has long been known, but until recently 
steps were not taken by Western Union to place the process on 
commercial basis. There is considerable opinion that such delays in 
seeking out improved methods of telegraphic communication are re. 
sponsible in no small part for the inability of Western Union to compete 
effectively with other services.** The Bell System is also an owner of 
valuable facsimile patents and it is conceivable, especially if TWX is 
not merged with Western Union, that its facsimile service will be 
introduced in competition with that of Western Union. Further, the 
International Business Machine Corporation, together with General 
Electric, has made application to the Federal Communications Com- 
mission for frequencies, part of which are intended for use in sending 
facsimile messages by means of radio. Should this process be proven 
commercially feasible, three powerful competitors for telegraph traffic 
would be in the field, Western Union, the Bell System and IBM. The 
writer is not qualified to comment on the relative merits, from an 
engineering standpoint, of the different types of facsimile reproduction 
but it may be noted that the addition of this new service and new 
competitors in the field of rapid communications is certain to compli- 
cate the already difficult problems now facing Western Union.” 

To sum up: with the growing intensification of competition from 

*It is significant that Western Union owns few of the basic telegraph patents and 
almost none of those covering the most advanced phases of telegraphy. The latter are 
largely owned by the Bell System and the Radio Corporation of America. To obta 
the use of the required apparatus covered by patents, Western Union must obtain license 
with the result that the cost of a new process may be increased. Of probably greater 
importance is the fact that lack of ownership means delay in the introduction of nece- 
sary improvements. See: Report of the Federal Communications Commission on The 
Investigation of the Telephone Industry in the U.S., House Document No. 340, 76t 
Cong. ist Sess. (1939), pp. 224-35. 

% Western Union officials in recent statements have emphasized the great potentialitis 
of “Telefax,” the carrier’s facsimile process, in stimulating new demands for telegraph 
However, it is apparent as Mr. I. S. Coggeshall, General Cable Supervisor of Westen 


Union, has stated that while “Telefax, has the great advantage for the telegraph 
dustry of never making errors, [it] would not come rapidly for long distance main lu 
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air mail, long distance telephone communications, the telegraph serv- 
ices of telephone companies, radiotelegraph, the radio functioning on 
, common carrier basis, it would appear that not even the monopoly 
rights over domestic landline telegraph granted indirectly by Congress 
to Western Union," may be sufficient to prevent a serious contraction 
in Western Union’s scale of operation. The consequences of such a 
contraction are not restricted to the private interests of Western Union 
stockholders but involve the public interest in two important ways: 
(1) it is a matter of national concern that there be no untimely dis- 
memberment or abandonment of telegraph facilities deemed essential 
for national defense and peacetime communications needs; and (2) it 
is in the public interest that the displacement of labor resulting from 
either a contraction of telegraph service or from technological improve- 
ments takes place in a manner which minimizes social costs. The 
probability is great that should competition in the communications 
ndustry continue along present lines, the rate of decline of landline 
telegraph might be faster than would be desirable from the viewpoint 
of the public interest. It is within the authority and power of the 
regulatory agency to prevent such a development and to ensure that a 
rational program is followed with respect to the displacement of labor. 


IV. Some Problems in the Regulation of Communications 


The Federal Communications Commission is instructed by law that 
the objective of its policies should be to regulate “interstate and for- 
eign commerce in communications by wire and radio so as to make 
available as far as possible, to all the people of the United States a 
rapid, efficient, Nation-wide and world-wide wire and radio communi- 
cations service with adequate facilities at reasonable rates.’”** To 
carry out this directive a fairly detailed plan of the facilities essential 
to meet national peacetime and wartime communications requirements 
is needed, but it is yet to be developed. If it could be developed, it 
would greatly assist the regulatory agency in formulating rate and 
service policies for the communications industry. The following dis- 


egraph because it required such wide band transmission.” Telecommunications Reports, 
11, No. 5, Sept. 14, 1944, p. 27 (italics supplied). The employment of wide 
transmission means that many channels must be used in sending a single message 
increasing the sending cost and withdrawing channel space for transmitting the 
| code type of message. 


nd 


By virtue of the 1943 amendment to the Communications act which permitted the 
erger of the domestic landline carriers. 

1, Communications act of 1934, as amended (1st sess., 78th Cong. Approved 

rch 6, 1943, 57 Stat. 11). The Commission has licensing but no rate-making authority 

vith respect to radio broadcasting in its non-common carrier aspects. Rate making au- 

‘ority with respect to interstate operations of common carriers is provided in Sections 

202(a) and 205(a) of the act. 
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cussion does not attempt to outline such a plan, which can only be 
drawn up after detailed study of the peacetime communications re. 
quirements of the nation and the defense requirements of the govern. 
ment. Our comments are limited to suggesting criteria that deserve 
consideration in the preparation of such a guide and to pointing out 
certain implications for the regulation of landline telegraph. 

The requirements of national defense may be proposed as the first 
objective of an adequate communications network. Reference has al- 
ready been made to the expansion of the federal government’s own 
system of communications since 1934 and to the fact that between 
1934 and 1941 the volume of government traffic handled by Western 
Union declined substantially. Should the government’s facilities be 
maintained after the war, the extent of Western Union facilities needed 
to supplement this network for purposes of defense would probably 
be very small. However, the fate of the government’s system is still 
unknown and probably will remain so for some time to come. Unless 
it is decided to maintain this network intact there is justification as a 
security measure for controlling the rate of contraction of the privately 
owned landline telegraph system. Otherwise, it is apparent on the 
basis of past evidence that, left free to adjust itself to the effects of 
competition from long distance telephone and air mail, the landline 
telegraph network would in all probability be reduced after the war 
to a point inconsistent with the public interest. There are other com- 
pelling reasons for controlling the decline of this branch of communi- 
cations, as we shall later indicate. 

Secondly, a system of rapid communications should satisfy ade- 
quately the peacetime, civilian and business, requirements of the 
nation. The determination of this need should be guided, among other 
things, by the following criteria: (1) the adequacy of communications 
facilities should be judged not in terms of telecommunications alone 
but rather on the basis of all facilities available for the rapid trans- 
mission of communications; (2) the criterion of adequacy should be 
a changing one adjusted to new developments in the communications 
arts and to the growth of different types of communications media. 

It may appear to be laboring the obvious to state that the adequacy 
of communications facilities in a community should be evaluated in 
terms of all types of media available. In practice, however, because 
of the division of authority which places interstate telecommunications 
under the surveillance of the Federal Communications Commission 
while the air mail service is controlled by the Civil Aeronautics Au- 
thority and Congress,’ there is a tendency on the part of the Commis: 


* Congress sets the rates for air mail while the C.A.A. negotiates contracts with sir 
lines and determines the routes and frequency of the service. 


194 


pro 
the 
mu 
the 
tele 
des 
env 
COV 
cise 
evic 
the 
stuc 
tofc 
and 
mur 
T 
SCOT 
and 
pen: 
mus 
ing 
able 
ern 
such 
inte 
cisio 
ther 
whet 
extel 
telep 
closi 
grap 
cost 
mad 
comr 
avail 
ampl 
TI 
comr 
effici 
teleg 
publi 


1945] GLASSER: DEVELOPMENT OF THE COMMUNICATIONS INDUSTRY 601 
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sion to limit its scope of reference to the field of telecommunications 
proper. Less attention than would appear desirable has been paid in 
the past to the relationship of the air mail service to the general com- 
munications network. In view of the rapidly expanding coverage of 
the air mail service and the increasing substitution of this service for 
telegraph and telephone communications, it would appear not only 
desirable but also necessary that the network of communications be 
envisaged in its entirety. The conditions of the air mail service (its 
coverage, frequency and rates) are data over which the F.C.C. exer- 
cises no control. However, they are data which should be admitted as 
evidence in drawing plans of communications requirements. Moreover, 
the changing conditions of the air mail service warrant more careful 
study on the part of the Commission than has been undertaken here- 
tofore in order that proper accommodations can be made in the rate 
and service regulations governing both telephone and telegraph com- 


The criterion of adequacy should not only be comprehensive in 
scope but should also be a changing one which would permit newer 
and cheaper forms of communications to replace older and more ex- 
pensive types where the public interest can be served. The F.C.C. 
must, therefore, be alert to see that its policies do not result in a freez- 
ing of the present network when more economical services are avail- 
able. We have suggested that under the pressure of competition West- 
ern Union may seek to abandon landline telegraph facilities and that 
such action, under certain conditions, may adversely affect the public 
interest. In such cases it has been argued that the government’s de- 
cision to prevent a reduction in service is justifiable. On the other hand, 
there is a danger that pressure may be exerted to retain facilities 
where the need is not adequately demonstrated. For example, with the 
extension of telephone service and the further lowering of long distance 
telephone charges, it is conceivably in the public interest to permit the 
closing of telegraph offices in many small communities where tele- 
graph messages could be telephoned in to larger main offices. If the 
cost to consumers of a telegram transmitted in this manner can be 
made lower than the cost of a message filed over the counter in a small 
community, and this assumes that adequate telephone facilities are 
available, the elimination of a telegraph office would appear to be 
amply justified; no reduction in service would be entailed. 

The need to guard against the freezing of existing facilities, where 
communications requirements can be satisfied in a cheaper and more 
efficient manner, is of particular importance in the case of landline 
telegraph. Under the pressure of declining demand, the number of 
public telegraph offices operated by Western Union and Postal Tele- 


munications. 
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graph decreased from 26,653 in 1920 to 22,580 in 1942. As a resy}t 
of the merger of the two carriers in 1943 and with the permission of 
the F.C.C. to close duplicate offices (those within one-quarter of a 
mile of each other) the number of these offices were further reduced. 
In September, 1944, there were approximately 18,700 public telegraph 
offices operated by Western Union independently or in conjunction 
with agents. Because of the marked decline in public offices and be- 
cause it is felt that many communities are still not provided with ade. 
quate communications facilities, there is a tendency to view with dis. 
favor further reductions in public telegraph facilities. There is little 
reason to question the soundness of this attitude at the present time 
or until such time as an adequate inventory is taken of peacetime and 
wartime communications needs. The point to be made, however, is that 
as requirements change the yardstick to be applied in determining the 
adequacy of particular facilities in a community should also change. 

The difficulties involved in formulating a plan to meet communica- 
tions requirements are admittedly formidable. In addition to the 
normal complexities of such problems, the regulatory agency is faced 
with pressure from labor unions and local community interests to re- 
quire more extensive facilities than the private carriers are prepared 
to establish and operate. Although telecommunications services are 
public utilities, they are not government subsidized monopolies such 
as the postal service; and, consequently, difficult decisions. will need 
to be made in balancing demands for service against the financial 
objection put forth by the carriers. The pressures are certain to be 
stronger in the case of landline telegraph than for other branches of 
rapid communications because of the definite trend toward contrac- 
tion in that service. Since a direct government subsidy for the main- 
tenance of a landline telegraph system does not appear to be a political 
possibility at the present time, the balancing of justified demand 
against facilities and the ascertainment of justified demand will be 
difficult. A forecast of national communications needs and the develop- 
ment of a plan to meet them should serve as a useful guide to the 
F.C.C. in reaching such decisions and in realizing its legal objective: 
an adequate communications network. 

The necessity to provide adequate facilities to satisfy military as 
well as civilian communications requirements, therefore, calls for in- 
creased governmental control over the landline telegraph system. 
There is an important additional reason for governmental action that 
deserves consideration. Landline telegraph is an industry which em- 
ploys a large number of workers who have long seniority. Prior to 
our entrance into the war over 18,000 employees of Western Union 
and Postal Telegraph had been engaged in telegraph communications 
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for more than 15 years, while more than 26,000 had been telegraph 
workers for 10 years or more. In the same year, 1940, more than half 

ipproximately 20,000) of all the employees of both carriers were 
36 years of age or over, and nearly one-fourth (8,681) were 45 years 
of age or over.”” More recent information regarding the seniority and 
age of telegraph employees is not available but, while the ratio of the 
long seniority and older age groups to the total number employed has 
undoubtedly been reduced due to the wartime expansion of the labor 
force, the absolute number of persons in this group has probably not 
been altered markedly because turnover among such employees is 
characteristically low. 

The transfer of a large number of these older persons to other em- 
ployments would be a difficult and humanly costly endeavor, for they 
have long experience in a single trade and have developed specialized 
skills not easily adapted to occupations in other industries. Moreover, 
it should be noted that the long-term attachments of these persons to 
landline telegraph, a relatively low paying trade, has been strongly 


of Congress approving the telegraph merger took cognizance of this 
problem and included provision for employment security for a limited 
period. Thus, employees who were in the hire of the carriers at the 
time of the merger (September, 1943) and whose period of employ- 
ment in the industry began before March 1, 1941, are provided a 
guarantee of employment subsequent to the merger at wage levels 
prevailing at the time of the merger.” The terminal date of this guar- 
untee for those qualifying for the maximum amount of protection 


"Study of the Telegraph Industry, S.Res. 95, Pt. 2, pp. 281, 283 (1st sess., 77th Cong., 


" Ibid., Section 222(f) (1). This section reads: “Each employee of any carrier which 
party to a consolidation or merger pursuant to this section who was employed by 
carrier immediately preceding the approval of such consolidation or merger, and 
e period of employment began on or before March 1, 1941, shall be employed by 

the carrier resulting from such consolidation or merger for a period of not less than four 
ars from the date of the approval of such consolidation or merger, and during such 
period no such employee shall, without his consent, have his compensation reduced or 
> assigned to work which is inconsistent with his past training or experience in the 
industry.” 
12 of the Section qualifies this guarantee: “Notwithstanding the provisions of 
ragraphs 1 and 7, the protection afforded therein for the period of four years from 
of approval of the consolidation or merger shall not, in the case of any par- 
mployee, continue for a longer period, following such date of approval, than the 
> period during which such employee was in the employ, prior to such date of 
of one or more of the carriers which are parties to the consolidation or merger. 
used In paragraph 1, 2 and 7 the term “compensation” shall not include compensa- 
ridutable to overtime not guaranteed by collective bargaining agreements.” Thus, 
yee had only three years’ seniority as of March 1, 1941, his guarantee of em- 

t after the merger would be limited to three years. 


| ® influenced by the security that the industry appeared to offer. The act 
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(four years) is September, 1947. Contemporary guesses about bysj. 
ness activity after the war indicate that a business contraction may 
be anticipated in the late 1940’s. Freed of legal obligations to provide 
employment and faced with a cyclical as well as a trend decline in the 
demand for telegraph communications, Western Union may well fing 
it necessary at that time to reduce the size of its labor force substan. 
tially. 

The replacement of present techniques of telegraphic transmission 
by reperforator switching and facsimile will undoubtedly diminish the 
requirements for operators and other groups of employees now en- 
gaged in the industry. While some retraining of older employees for 
the new jobs is possible and desirable, it may well be found that many 
older employees are not easily adaptable to new tasks which are more 
routine, require less skill and are lower paid than those in which they 
are presently engaged. Consequently, if the labor market is unfavor- 
able to the absorption of these older age employees into other indus- 
tries, as it probably will be unless the economy is operating at wartime 
levels, substantial suffering as well as considerable loss of income for 
thousands of telegraph employees may ensue. The social cost involved 
in controlling the rate of decline of the telegraph industry so that the 
displacement of older age and long seniority employees takes place 
gradually and at a minimum of human cost is one which would appear 
to be a legitimate charge upon the nation. 

The problem of a contraction in telegraph service has so far been 
viewed in terms of government control of the rate of abandonment of 
facilities. To the argument that such action is justifiable for reason 
of military and civilian communications needs, there is added those 
considerations arising from the displacement of labor. Government 
action, however, need not and should not be limited merely to the 
control over facilities. The revision of the telegraph rate structure 
with a view to stimulating or at least, maintaining, consumer demand 
for this type of communication is an area of investigation that war- 
rants more intensive study than has been undertaken heretofore. To 
this end, an inquiry into the nature of the demand for all types of 
rapid communications—telephone, telegraph and air mail is needed 
The objectives of such an inquiry should be at least threefold: (1) to 
eliminate the anomalies now present in the telegraph rate structure, 
(2) to simplify the complicated system of message classification 50 
that the establishment of a rational rate policy for landline telegrap! 
would be facilitated; and (3) to determine the extent to which substi 
tution of one type of rapid communications service for another should 
be controlled by means of rate regulations. More extensive revisiots 
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than those here suggested may be found necessary as the economy 
enters its post-war phase and competition among the various media 
of rapid communications becomes more active. For example, the de- 
sirability of establishing a single uniform rate for all telegraph mes- 
sages sent anywhere within the United States is a matter which war- 
rants investigation. 

It is appropriate, finally, to note that government regulation of the 
communications industry is still in its early and formulative stages. It 
will be recalled that the groundplan for adequate regulation of the 
interstate operations of common carriers in the communications indus- 
try was not provided until 1934 when the Federal Communications 
Commission came into being. From 1910 to 1934 the Interstate Com- 
merce Commission was charged by Congress with the regulation of 
interstate telegraph and telephone communications” but because of 
the inadequacy of the legislative sanctions under which the I.C.C. was 
called upon to operate and by virtue of the fact that the activities of 
that agency remained centered on railroad problems, the amount of 
regulation actually effected was not substantial.** With little to go by 
in the nature of background studies of the conditions and problems of 
the common carrier communications industry, the work of the Fed- 
eral Communications Commission has of necessity proceeded slowly.” 
However, less than a year after its organization the Commission, under 
joint resolution of Congress,”° undertook an extensive investigation of 
the telephone industry. This investigation, started in 1935, was not 
completed until 1939.7° A less comprehensive but still lengthy inquiry 
into the rate and tariff policies of the telegraph industry was started 
early in 1935; various sections of this investigation are currently 
underway. This body of information has been supplemented in the 
course of the Commission’s numerous investigations into rate and 
service matters in the telephone and telegraph industries. Consider- 
able knowledge regarding the operations of the telegraph industry was 

“In 1910 the Interstate Commerce act was amended placing common carriers engaged 
in the transmission of intelligence by wire or wireless under the jurisdiction of the I.C.C. 


_™Senate Committee Report, No. 781, 73rd Cong., 2nd Sess., “Report on Bill (S. 3285), 
Communications Act of 1934, on the formation of the Federal Communications Com- 


mission 


Preoccupation with radio broadcasting matters and investigations by Congressional 
committees have also been responsible for a division of the Commission’s time and 


energies 


* Public Resolution 8, 74th Cong., 49 Stat. 43. 


“The final report, “Report of the Federal Communications Commission on the In- 
vestigation of the Telephone Industry,” was published as House Document No. 340, 75th 
‘ong., Ist Sess. (1939). In addition to this report there are a large number of special 


Staff studies of particular aspects of the telephone industry. 
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also obtained in the course of Congressional and Commission hearing; 
and from studies of the proposed merger of Western Union and Post] 
Telegraph. 

There is considerable evidence that the Commission has not beep 
unaware of the critical situation facing the landline telegraph industry 
Illustrations revealing the Commission’s concern with this problen 
are numerous but one will suffice. In the decision approving the merge; 
of Western Union and Postal Telegraph, the Commission stated: 


Such steps [rate reductions and the elimination of anomalies in the telegraph 
rate structure] must be taken if the merged company is to render the service 
to which the public is entitled. Moreover, they are necessary if the telegraph 
industry is to compete effectively with the telephone and air mail service 
and not again find itself in a straitened financial condition. If appropriate 
action along these lines is not undertaken voluntarily by the merged company, 
the Commission will initiate appropriate action to this end. . . .”” 


It may be pointed out that, in view of the past record of the tele. 
graph industry, it would seem wise for the Commission to initiate its 
own investigations at the earliest possible time. The rapidity of tech- 
nological changes in all branches of the communications industry wil 
inevitably sharpen competition especially after wartime demands for 
each service have receded and business returns to something approach- 
ing “normal” levels. It seems clear, therefore, that studies carried o 
simultaneously by the industry and by the Commission are required 
at the present time. Moreover, since the interests of the public ani 
Western Union, although close, are not identical, there is further re2- 
son for pressing independent study on the part of the regulatory 
agency. 

* “Tn the Matter of the Application for Merger of the Western Union Telegraph Com- 
pany and Postal Telegraph, Inc.” Docket No. 6517, decided September 7, 1943. 
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A GRAPHICAL ANALYSIS OF PERSONAL INCOME 
DISTRIBUTION IN THE UNITED STATES 


By Mary JEAN BOowMAN* 


Interest in the various types of distribution of income in the United 
States has been snowballing in recent years as the relations between 
these distributions and economic processes are more fully recognized 
and as new data become available. At the same time the political 
significance of the various aspects of income distribution have become 
increasingly apparent. Income distributions of three distinct kinds 
have received increasing attention. 

(1) Studies of national income and the composition of national 
product have involved extensive analyses of the value of output and of 
income payments according to the industry in which they originate. 
These studies are of interest not only as cross-section pictures of the 
structure of the economy, but also for the light they throw on the 
changing relative importance of different industrial sources of income 
(including government as a distinct category) with changing levels of 
business activity. Much of this work has been done in the Department 
of Commerce, which first published an analysis of this type in 1934.’ 
This same study included a second type of analysis of income distribu- 
tion, 7.e., by functional source. 

(2) Functional distribution has been the focus of theoretical 
analysis in the classical tradition but has received only limited attention 
in empirical explorations. Since 1933, the Department of Commerce 
has maintained a continuous series of estimates of aggregate income 
payments accruing as wage and salary incomes, as entrepreneural in- 
comes (including rents and royalties), as dividends and interest, and 
in other minor categories that have been reclassified from time to time. 
Although it is impossible to identify these (or any other statistical 
categories) with precisely defined theoretical concepts, the statistics 
provide rough approximations. The Department of Commerce series 
on income payments by “function” shows, among other things, that 
wage and salary incomes remained around 62 to 63 per cent of the 

*The author, before accepting a position with the Bureau of Labor Statistics, in Wash- 
ngton, D.C., was assistant professor of economics at Iowa State College. 

‘National Income, 1929-32, Sen. Doc. No. 124, 73rd Cong., 2nd sess. Dr. Simon Kuznets 
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aggregate of all incomes from 1929 to 1940, and that since that time 
they have increased, reaching 71 per cent in 1943. Income payments 
in the form of interest and dividends have meanwhile diminished jp 
relative importance, gradually at first and more rapidly since 1940, 
This does not prove a redistribution in favor of wage earners, however, 
since corporate savings increased during this period. 

(3) Distributions by recipients, or “personal income distributions,” 
are at once the oldest and the newest field of statistical investigation 
cf income distribution. Fifty years ago Italian statisticians were 
examining the size distributions of incomes of taxpayers, long before 
the federal income tax was established in the United States. Gradually 
we have added to our data and to our appreciation of the importance 
of the subject. Tax data have been supplemented as a source of 
information by large-scale expenditure studies in this country—notably 
the surveys conducted in 1935-36, 1941, and the first quarter of 1942. 
These have vastly increased our knowledge of the character of personal 
income distributions in the modal and lower income ranges, as well as 
providing data by households instead of taxpayers, and by various 
breakdowns of different population groups.” Special studies in Minne- 
sota and Wisconsin in the late thirties contributed to techniques for 
collection of income data as well as to the body of facts concerning 
income distributions. The 1940 U.S. Census included questions con- 
cerning wage and salary incomes in 1939. If present plans materialize, 
a sample personal income census may be taken this year as a part of 
the census program of basic economic statistics. 

Interest in the distribution of personal incomes has many facets. 
One of the oldest is the relevance of such data for government fiscal 
planning, an interest that has taken on new coloring with the develop- 
ment of Keynesian and related analyses of unemployment and business 
activity. Personal income distributions have also exceptional social, 
political, and ethical significance. 

In view of the fact that the 1945 sample census may soon increase 
the detailed information available on personal income distribution 
among various sectors of the population of this country, this is a 
appropriate moment to examine the techniques by which these data 
may be most effectively summarized and their implications made clear. 
A graphical analysis of selected aspects of the distribution of personal 
incomes has been undertaken in this article, in the hope that some 
improvements may be made in the presentation and interpretation of 
such data in the future. Improved techniques of description of personal 
income distributions should facilitate also a better understanding 0! 


*In particular by family size, occupations, age, sex, and in the South, color. 


Pa 
recei’ 
of th 
of int 
show 


chang 
the s; 
194] 
only 
WI 
begin 
and s 
expec 
a des 
* Par 
Log N 
of inco 
on dou 
tested ; 
times, | 


Paretia 


1945 
the 
tions 

dist 
if 

in tl 
vant 
stati 
I. G 
In 
have 
ment 
data 
be OI 
Pare 
an 1 ( 
In 
above 
ain 
chart 


1945] BOWMAN: ANALYSIS OF PERSONAL INCOME DISTRIBUTION 609 


the relationships between income distributions by industry, by func- 
tional source, and by groups of income-receiving units (i.e., “personal” 
distribution ). 

In the pages that follow several sets of data on income distributions 
in the United States will be used as examples to illustrate the ad- 
vantages and limitations of different types of graphs and related 
statistics of income distribution. 


I. Graphic Analysis of Consumer Incomes: 1935-36, 1941, and 1942 


Income data for the United States for 1935-36, 1941, and 1942 
have been used as the raw material for the first steps in this experi- 
ment with graphic analysis of personal income distributions. These 
data have been plotted on several types of graphs. The figures used on 
all graphs for the year 1935-36 are given in the table; other tables will 
be omitted in order to conserve space. 


Pareto-type Chart 


Pareto plotted on double logarithmic paper the number of income- 
receiving units with incomes equal to or exceeding each designated size 
of the income. Income size is measured on the horizontal scale, number 
of income-receiving units on the vertical scale. It is a cumulated curve, 
showing the number of income-receiving units with incomes of $100,000 
and over, of $10,000 and over, of $1,000 and over, etc. 

In Figure 1 the percentage of income-receiving units with incomes 
above each designated size is plotted on double logarithmic paper 
against the size of the income. This differs from a standard Pareto 
chart only in the use of percentage instead of actual numerical fig- 
ures for the number of consumer units; this procedure makes no 
change in the shape of the curve, but it puts all distributions on 
the same basis regardless of the size of the population involved. The 
1941 and 1942 data are available up to the $10,000 income level; 
only the 1935-36 distribution carries details beyond that point. 

What does this graph tell us? First, it is evident that the curve 
begins to straighten out only at a point above $2,000 in each case, 
and some curvature continues to at least the $5,000 point. This is to be 
expected since the Pareto formula was developed in the first place as 
a description only of the high income tail of the distribution.* A con- 


"Pareto suggested (in his Cours d’économie politique, Lausanne, 1897) the formula 


Log N = K —log x, where x is the size of the individual’s income and N is the number 
of income receivers having that income or larger. It implies that plotting N against x 
on double-logarithmic paper gives a straight line with the slope a. This formula was 
‘ested against data for the distribution of taxed incomes in many countries and at many 
umes. In contrast to the Gini and Lorenz methods, to be discussed subsequently, the 


Paretian formula takes no account of income aggregates. 
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siderable majority of consumer units had incomes below $2,000; more 
; than 90 per cent had incomes below $5,000 in all three distributions. 
A straight line is far from a perfect fit to the 1935-36 distribution 
even in the income range above $5,000. This graph, however, has 
certain uses regardless of the degree of fit to a Pareto equation. 


PERCENT ABOVE 
MTS DESIGNATED AMOUNTS 


¥_ 1935-36, 1941, 1962 


$ $500 81,000 $5,000 $!0900 $50,000 $100,000 
SIZE OF INCOME 


Fig. I—P areto-type Income Curves; Percent of at 
ts with Incomes Above Designated Amounts, U. 
Incomes, 1935-36, 1941 and 1942 


Source: 1935-36, see Table; 1941 and 1942, unpublished data of the 
U. S. Bureau of Labor Statistics) 
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It is possible to read off Figure 1 approximately the percent of 
income-receiving units with incomes above any given level. Conversion 
to percents makes it possible also to ascertain from the graph the 
relative importance of consumer units with income below any given 
level. Thus, reading up the left-hand side of the graph, it is apparent 
that about 31.3 per cent of consumer units had incomes of $1,500 or 
more in 1935-36; and conversely, reading down the right-hand side 
of the graph, it is apparent that about 68.7 per cent of consumer units 
had incomes of $1,500 or less in 1935-36. By replacing the percentage 
markings for each curve with the corresponding number of consuming 
units, an orthodox Pareto graph is obtained for each set of data. It is 
then possible to read off the graph the actual number of consuming 
units in any given distribution that have incomes equal to or above 
any given level. The emphasis, however, is on the upper 30 per cent 
of income receivers; and the most accurate readings from the graph 
are to be made for these higher income ranges. 

There has been some confusion as to the meaning of the slope of a 
Pareto curve as an index of the degree of inequality in the distribution 
of incomes. Pareto himself originally stated that the less the slope of 
the curve, the more equal the distribution. Statisticians since that 
time have usually taken the opposite interpretation, though some 
argument on the point has persisted. The difficulty arises in part from 
the fact that as an hypothetical income distribution approaches com- 
plete equality the plotted points approach a horizontal line up to the 
mean income and a vertical line at the mean. These lines of perfect 
equality have been drawn in on Figure 1. 

Is the approach to perfect equality then to be represented by an 
approach to a vertical or a horizontal position? The answer is evident. 
For the part of the distribution that is fitted by the Pareto formula, 
that is the upper tail, the steeper the slope the more nearly equal the 
distribution. On the other hand, for that part of the distribution that 
lies below the arithmetic mean income, the less the slope the more 
nearly equal the distribution of incomes. Herein lies one of the fallacies 
of using the Pareto “a”—the slope of the curve—as a measure of 
degree of inequality for an entire income distribution. So used it is 
self-contradictory, quite aside from the fact that it is mathematically 
unsound to apply such a coefficient to a distribution that fails to it 
well the line described by the Pareto formula (i.e., a straight line 0 
the Pareto chart). 

The forms of the three curves of Figure 1 may now be interpreted 
in the light of these remarks. The distributions for 1941 and for 1942 
appear to be very much alike in form throughout the range for which 
data are available although the 1942 distribution drops a little mor 
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of Mcharply in the high income range. The average slope of the 1935-36 
ion # curve in income ranges below the mean for that year is steeper than 
the HB the slopes of the curves for 1941 and for 1942 below their respective 


means. The extrapolated 1942 data show a steeper slope in the high 
income range than do the 1935-36 figures, and these in turn drop 
off more rapidly than the extrapolated 1941 figures; it is evident that 
the extrapolations are too uncertain to justify any conclusions as to 
the comparative slopes of the underlying distributions for the three 
periods. 

| One other feature of these modified Pareto graphs should be noted 
before turning to other graphic presentations. The percent of income 


ing M¥receivers in any given income range may be read directly from the 
ove Mcraph by subtracting the percent with incomes at or above the higher 
ent MB level, say $3,000, from the percent with incomes at or above the lower 


level, say $2,000. In the 1935-36 distribution, the graph shows ap- 
proximately 7 per cent (to be exact, 6.93 per cent) of consumer units 
receiving incomes of $3,000 or more and roughly 18 per cent (7.e., 18.16 
per cent) with incomes of $2,000 or more. The difference, 11 per cent, 
must have received incomes between $2,000 and $3,000. 

Finally, the fact that the three curves approach each other in the 
lower income levels indicates the differential effects of changes in the 
level of business activity on income receivers in different parts of the 
total income distribution. 


Gini-type Chart 


Corrado Gini’s contributions to the mathematical analysis of per- 
sonal income distributions are unfortunately not so well known as is 
Pareto’s work; but as far back as 1908 Gini was working along similar 
lines. In contrast to Pareto, he took account not only of the numbers 
of incomes above given levels, but of the aggregate of incomes received 
by those above any given point.‘ 

The lower part of Figure 2 is based on Gini’s analysis, modified by 
the use of percents instead of absolute figures. It is like Figure 1 except 
hat the percent of families has been plotted against the percent of 
oggregate income received, instead of against the size of the individual 
income. Income aggregates should be read from right to left. Thus in 
1935-36 the highest one per cent of the income receivers had 15 per cent 
if the aggregate income, the highest 10 per cent had 34 per cent of the 


‘For a concise discussion of Gini’s formula and its relation to Pareto’s formula, see 
Gini’s paper delivered before the Cowles Commission in 1936, “On the Measure of Con- 
centration with Especial Reference to Income and Wealth.” 

Gini uses the formula log N = p + Slog Az, where x is the size of an individual income, 
N 's the number of income receivers with incomes of x or more, and A, is the aggregate 
income above the level x. 
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194. 
aggregate income, the highest 50 per cent had 80 per cent of the 
aggregate income, etc. The conversion of the actual figures into per. aa 

. . 0 
cents in no way changes the character of the distribution; but jt a 
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meaning is more clearly shown, as is the relation between the Gini 
formula and the Lorenz approach, to be discussed below. It is im- 
mediately evident that the plotted points lie on a straight line except 
at the lowest income levels. The Gini formula describes the income 
distribution down to a much lower income level than is adequately 
described by a Pareto formula.° 

The slope 6 of the line in the Gini formula has been used, like 
Pareto’s a, aS an index of the degree of inequality in the distribution 
of incomes. Conversion of the original data into the percentage form 
makes possible a direct comparison between the distributions in rela- 
tion to a single line of perfect equality. A perfectly equal income 
distribution would imply that any 10 per cent of the income receivers 
would have 10 per cent of the aggregate income, that any 20 per cent 
would have 20 per cent of the aggregate, etc. Such a distribution would 
be represented by a straight line drawn at a 45 degree angle. An 
approach to equality would involve an approach to this 45 degree line. 
According to this interpretation, the less the slope of the Gini curve, 
the more nearly equal the distribution of income would be. There is a 
clear distinction between the three curves of the lower section of 
Figure 2. The steepest slope, indicating the most unequal distribution, 
is shown by the 1935-36 data; the least slope by the 1942 distribution. 
lhe contrasts between 1935-36 and the other two years is more evident 
on this chart than in Figure 1, illustrating the greater sensitivity of 
Gini’s 3. 


Criticism of the Pareto Coefficient 

In view of the extended discussions and disputes that have focused 
around the Pareto coefficient a, it is appropriate at this point to 
emphasize the already existing evidence as to its inferiority for the 
measurement of degrees of inequality. 

The values found by Pareto for the slope of his line, a, were close 
to 1.5, and Pareto concluded that there was a similarity of income 
distributions in various countries and ages not only in the form of the 
distribution but also in the degree of “concentration” or “inequality.” 
These conclusions have been taken very seriously by many of his 
followers down to the present day. H. T. Davis even goes so far as to 
explain the French Revolution on the basis of departures of the income 
distribution from the Pareto slope of 1.5.° 


s is indeed not surprising, since the Gini line is one of those curiosities in sta- 
istics, the correlation of a thing with part of itself—in this case the sum of a set of 
oumbers and a weighted sum of the same numbers. The Lorenz approach also involves 
‘uch a relationship. (Furthermore, the Gini line, like the Pareto line and the Lorenz 


nvoives an element of serial correlation.) 


‘Harold T. Davis, The Analysis of Economic Time Series, Cowles Commission for Re- 


‘earch in Econ., Monog. No. 6 (Bloomington, Principia Press, 1941), chap. 9. 
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In 1933 Dwight Yntema ranked seven sets of income data according his 
to the comparative degree of inequality of each series as shown by each col 
of eight statistical measures of inequality." On the combined ground; des 
of sensitivity to differences between income distributions and stability prc 
under different groupings of class intervals for data from a given djs. ae 
tribution Dr. Yntema selected as the “‘best” measures, first the mean rat 
deviation referred to the arithmetic mean, and then the coefficient of log 
variation referred to the arithmetic mean and the coefficient of variation tow 
referred to the “standard attribute.” He throws out the Pareto co. on 
efficient as both insensitive and unstable.* Yet this study of Yntema’s upW 
seems to have had little effect in shaking the faith of Paretian devotees, logs 

Gini’s attack on Pareto, in a paper delivered before the Cowles Ao. 
Commission in 1936, should have been sufficient to dispell for all time HB pt 
the notion that Pareto has proven a given degree of inequality to be the 
characteristic of even those distributions included in his investigations. H ¢jon 
And this same paper should certainly have caused users of the Paretian HP ¢jo;, 
coefficient of inequality to pause and consider their procedures. In H vie, 
discussing his coefficient 6, Gini stated that: “As a matter of fact, a BM of +) 
variation of 8 between 2 and 6 means that one half of the total income Hi nec 
is possessed by a fraction of the taxpayers that varies between \ the | 
and 1/64. Pareto arrived at the opposite conclusion because of the uneq 
very limited sensitiveness of a, which he did not perceive. In fact, ne HM that 
found values of a ranging from 1.9 (Prussia, 1852) to 1.1 (Hamburg, B® met} 
1891). Theoretically these values would correspond to values of ? B® meth 
ranging from 2.6 to 8.6, and hence are far from justifying Pareto’ sister 
conclusion about the similarity in the degree of concentration of income HM ;e},¢; 
in various countries and ages.’” appre 

deper 
Reversal of the Gini Curve Ses 

We must not be too hasty, however, in accepting without qualifica: 

tion the Gini formula for description of the income distribution and Loren 
Alt 

™ “Measures of the Inequality in the Personal Distribution of Wealth or Income,” Jow the 
Am. Stat. Assoc., Vol. 28 (1933), p. 423. ed 

Dr. Yntema compared the following measures: (1) Mean deviation referred to the the L 
arithmetic mean; (2) Mean difference referred to the arithmetic mean; (3) Coefficient « to ind 
variation referred to the arithmetic mean; (4) Coefficient of variation referred to the distrit 
“standard attribute”; (5) Mean deviation of logarithms taken from the arithmetic me an 
of the logarithms; (6) Standard deviation of logarithms; (7) Pareto’s coefficient af Of agg 
inequality, a; (8) Gini’s index of concentration 8. Gini’s ratio of concentration was 0 percer 
included. trib 

ribute 

Ibid., p. 395. left-h 
*The paper cited above, “On the Measure of Concentration with Especial Referent it-na 
to Income and Wealth.” For a more detailed discussion of this point, see his ." Mu 
“Indici di concentrazione e di dipendenza,” Biblioteca dell’Economista, 5 a serit, \® the Am 
XX (1922), pp. 39-40. idea was 
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his coefficient 6 for the measurement of its “degree of inequality or 
concentration.” Despite the fact that the Gini formula gives a better 
description of the modal range of the income distribution than is 
provided by the Pareto formula, it must still be recognized that the 
emphasis is on the behavior of the income distributions in the upper 
rather than the lower income levels. This is inherent in the double 
logarithmic treatment with cumulations from the top income groups 
toward the lower income levels. An experiment was therefore tried out 
on Figure 2, cumulating income receivers from the lower levels 
upward, and plotting these cumulated percents on the double 
logarithmic scale against the similarly cumulated aggregate incomes. 
Again a perfectly equal distribution would lie along a 45 degree line; 
but in this case the greater the departure from equality, the less is 
the slope of the line. The relationships between the income distribu- 
tions are now exactly reversed. The 1935-36 distribution lies the 
closest to the line of equality; the 1942 distribution the farthest away. 
Viewed in terms of the character of the distribution at the lower end 
of the scale, it then appears that the 1935-36 distribution is the /ess 
unequal! Which conclusion are we to accept? The clear evidence of 
the lower part of the chart that the 1935-36 distribution is the most 
unequal, or the equally clear evidence of the upper half of the chart 
that it is the least unequal? The difficulty lies in the fact that one 
method of plotting emphasizes one part of the distribution, the other 
method the other part, and the two are not in this case mutually con- 
sistent. Both parts of the chart in fact tell the whole story, but the 
relationships are in each case obscured as the 100 per cent mark is 
approached. Whether the one conclusion or the other is to be accepted 
depends on the aspect of inequality that is regarded for any given 
purpose as the most significant. 


Lorenz Curve and the “Concentration Ratio” 


Although Pareto curves are probably the most commonly used for 
the description of income distributions in the upper income ranges, 
the Lorenz curve is undoubtedly the technique most commonly used 
to indicate differences in the degree of inequality of different income 
distributions." It is a simple graphic device. The cumulatea percents 
of aggregate income are plotted arithmetically against the cumulated 
percents of persons receiving that income. If income were evenly dis- 
tributed this would give a diagonal straight line rising from the lower 
left-hand corner to the upper right-hand corner of the diagram. The 


"M C. Lorenz, “Methods of Measuring the Concentration of Wealth,” Publications of 
the American Statistical Association, Vol. 9 (New Series, 1905), pp. 209-19. The same 


id 


icea was introduced almost simultaneously by Gini, Chatelain, and Seailles. 
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convexity of the plotted curve toward the origin of the abscissa will he Lore 
greater the greater the degree of inequality thus defined. This is in fact ‘ncome 
the relationship used in both parts of Figure 2, except that in Figure 2 Figure 
the cumulated percents were plotted on a double logarithmic scale and his loge 
the income aggregates were read from right to left. Figure 3 presents 1914 
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the same data plotted in a standard Lorenz distribution, on an aritl Is easy 


metic scale. It should not be surprising to find that the results conform ertical sc; 
closely to what is shown in both parts of Figure 2. Since the scale is 


"The area 
arithmetic, neither end of the distribution is obscured, as in the two giPe | pe 
sets of cumulations on the logarithmic scales. Conclusions concerning wed by 
the degree of inequality are again ambiguous, though the contra athe 
between the forms of the distributions in the lower and in the upp This type 
income ranges is not so sharply emphasized as with the combined us +. Meth 

P con, 


of the Gini curve and its reversal in Figure 2. 
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Lorenz himself recognized the possible ambiguity in comparisons of 
income distributions when the curves intersect, as is the case in 
Figure 3. Gini turned his attention to this problem (as distinct from 
his logarithmic formula for the description of income distributions) 
in 1914. He then invented the “concentration ratio,” a measure that 
is based on the areas outlined on a Lorenz diagram. The “concentra- 
tion ratio” is the ratio of the “area of concentration” shown by the 
Lorenz curve to the area of maximum possible concentration.” This 
measure is the mean difference between the m incomes divided by twice 
the arithmetic average of the m terms. In view of the graphic analysis 
iust completed on the preceding pages of this article, it is evident that 
the “concentration ratio” might be regarded as a compromise measure. 
It measures comparative degrees of inequality on the assumption that 


are to be regarded as of equal importance, regardless of the size of the 
income. This measure has the advantage over the Pareto a and the 
Gini 3 that it is independent of any mathematical formula to which 
the data must present a reasonably good fit. 

The uses to which the concentration ratio has been put are numerous, 
especially in the work of Italian statisticians. They have included 
measurements and comparisons of the degrees of concentration of 
total incomes, labor incomes, incomes from capital, fortunes, inheri- 
tances, land property, etc., with the degree of concentration of anthro- 
pologic, biologic, and demographic characters. It is a matter of regret 
that few of these studies are available in English. 


A Convenient Semi-Logarithmic Graph 


Figure 4 is an adaptation of the Paretian approach, designed to 


anges that remain obscured in any of the graphic forms thus far used. 
he number of persons with income above designated levels is again 
lotted against the size of the income, but in this case the vertical scale 
s arithmetic instead of logarithmic.’* The plotting of percents of con- 
umer units on an arithmetic scale has certain visual advantages. First, 
is easy to tell at a glance, from the comparative distances on the 
ertical scale, the percentage of income receivers above any given level, 


The area of maximum concentration is the area that would be circumscribed by 

Lorenz curve under the extreme condition that the total amount of income was 

sessed by only one individual. Gini later elaborated his “ratio of concentration” to 
to cases in which the limit of maximum concentration was defined in other ways, 
mething less than complete equality was taken as the equalitarian limit. 

“This type of curve was used very ingeniously by David Durand in his article, “A- 

mple Method for Estimating the Size Distribution of a Given Aggregate Income,” 

“con. Stat., Vol. XXV, No. 4 (Nov., 1943), pp. 227-30. 


within any given distribution equal arithmetic differences in income 
bring out some characteristics of the income distribution in the modal 
| 
| 

st 
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or conversely the percentage with incomes below any given level. It js 
only necessary to look at the center of the vertical scale to find the 5) 
per cent mark, etc. For the same reason it is easier to determine at 
glance the percent of families that fall within any given income range. 
From this graph it is possible also to derive a simple picture of on, 
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Fig. 4—Semi-Logarithmic Income Curves; Percent of Con 
sumer Units with Incomes Above and Below Designated 
Amounts, U. S. Incomes, 1935-36, 1941 and 1942 


(Source: 1935-36, see Table; 1941 and 1942, unpublished data of the 
U. S. Bureau of Labor Statistics) 


aspect of the “degree of inequality” in the distribution of incomes; the 
steeper the curve in any given income range, the larger is the percent o/ 
families that fall within that range. But the most fundamental differ- 
ence between this semi-logarithmic graph and the double logarithmic 
treatment in the Pareto chart is the increased clarity of the picture 
for the modal and lower income groups. The chart shows clearly the 
character of the distribution down to the lowest 5 per cent or evel 
2 per cent of income receivers. It is at the same time, and for the 
same reason, inadequate for the presentation of the upper part of tle 
income distribution. The values of this graphic technique will be illus 
trated further with other sets of income data. 


1l—Experiments in the Graphic Analysis of Income Distributions 
Occupational and by Racial Groups 


That the distributions of incomes in various occupational groups a 
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significantly different is generally recognized, but the nature of the 
bere in Figures 5 and 6, for the United States in 1935-36 and for Minne- 
sota in 1938-39 respectively. For the study of these relationships a 
Pareto distribution (and to a lesser extent the Gini chart) is clearly 
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Fig. 5—Percent of Nonrelief Families with Incomes Above 
. and Below Designated Amounts by Occupational 
Groups, U. S. Incomes, 1935-36 
Source: Derived from U. S. National Resources Committee, Consumer 
Incomes in the United States, 1935-36, Table 10, p. 26.) 


ref unsatisfactory because of its emphasis almost exclusively on the high 
nem income tail. The semi-logarithmic graph introduced in the preceding 
ci section has been used, plotting the cumulative percent of households 
nef On an arithmetic scale, the size of income attained or surpassed by any 
he 


given percent of families on the logarithmic scale. For incomes below 

$250 and above $7,500 the curves are free-hand extrapolations. The 
results are exceedingly interesting, both in subject matter and as illus- 

. mm ‘vations of the usefulness of this type of chart. 

: In turning first to the U. S. data (Figure 5), the curves for salaried 

and 


ind independent professional and for salaried and independent busi- 
ness households command our attention. The incomes of independent 
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professionals are the largest of any group and show the greatest spread, 
Next in order of magnitude in the modal range of the distributions are 
the incomes of salaried business men; and these incomes are closely 
paralleled in the form of the distribution by those of salaried profes. 
sionals, though at a somewhat lower level throughout. Independent 


PERCENT ABOVE PERCENT BELOW 
OESIGNATED AMOUNTS OESIGNATED AMOUNTS 


100 


—-— PROFESSIONAL 
PROPRIETORS, MANAGERS, OFFICIALS 
—-— CLERICAL 
—— WAGE EARNERS 
FARMERS 
—-— NO GAINFUL EMPLOYMENT 


1 ! 100 
250 $00 $\900 £000 $1000 


SIZE OF INCOME 


Fig. 6—Percent of Consumer Units with Incomes Above 
and Below Designated Amounts by Occupational 
Groups, Minnesota Incomes, 1938-39 


(Source: Derived from Minnesota Resources Commission, Minnesota Incomes 
1938-39, Table 10, pp. 123-27.) 


business men, like independent professionals, have widely differing 
incomes; but the modal group is at a very much lower level, even 
below a large proportion of the clerical group. On the other hand, the 
distribution for independent business men tails out at a slope that no 
doubt carries these top incomes well above those of the top group of 
professional salaried people. The highest frequency of both clerical 
and independent business incomes is in the range between $1,000 and 
$3,000; but whereas only 53 per cent of independent business men's 
families receive incomes between $1,000 and $3,000, 73 per cent of 
clerical families fall within this income range. Wage earner incomes 
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are almost as concentrated within a limited income range as are those 
of clerical families, but at a lower average level. 

The Minnesota data are given in Figure 6. No distinction is made 
in these data between salaried and independent professional families, 
or salaried and independent business families, but it is evident that the 
spread of incomes at the top is less for these groups in Minnesota than 
in the whole of the United States. The marked concentration of clerical 
incomes (and to a less extent of wage-earner incomes) within a limited 
range is again evident. The chart shows further that low income 
families (below $1,000) are proportionately less common among the 
clerical than among the professional and business groups. The Minne- 
sota data are of particular interest, however, because they include a 
category of “non-earners.” The distribution of incomes in this group 
is extremely uneven, tailing out indefinitely in the highest income 
ranges while at the same time a much larger proportion of consumer 
units in this group have total incomes under $500 and even under $250. 


Lorenz Curves of Distributions by Occupational Groups 


Since no figures on average or aggregate incomes by occupational 
groups are available for the United States in 1935-36, it is impossible 
to present these data in a Lorenz curve form. Lorenz distributions for 
the Minnesota data are, however, given in Figure 7. A comparison 
between the picture shown by the Lorenz curves and the semi-logarith- 
mic cumulative distributions reveals some interesting facts concerning 
the data and the nature of the two graphic techniques. The concentra- 
tion of clerical incomes in a limited income range, as shown by Figure 6, 
is reflected in the fact that the Lorenz curve for these income-receiving 
units lies the closest to the “line of equality.” The wage-earner distribu- 
tion is, consistently, next. The very slight distinction between the pro- 
fessional and business groups as shown in Figure 6 becomes more 
clear-cut on the Lorenz diagram, reflecting in all probability some 
differences in the high income tails of the distributions that are not 
shown in Figure 6. Figure 6 indicates that the distribution of farm 
incomes is definitely more spread through the modal ranges than are 
those of business and professional groups; but here a difference in the 
high income tails (which is evident even on Figure 6) must explain 
the picture shown on the Lorenz diagram. The Lorenz curve for farm 
incomes does, in fact, cross that for professional incomes, lying farther 
from the “line of equality” in the lower part of the distribution, sig- 
uificantly closer to it in the upper ranges. 

Most striking of all is the distribution of incomes of households of 
non-earners. It cuts three of the other Lorenz curves, swinging far to 
the right at the upper income end. The effect of the high income tail, 
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inadequately shown on Figure 6, is here extremely evident—as is the 
concentration of a large proportion of non-earner families in the lowest 
income brackets. Whether the distribution of incomes received by non- 
earners should be regarded as more or less “unequal” than the distriby- 
tion of business incomes will depend on the aspect of inequality that 
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Fig. 7—Lorenz Curves of Income Distributions by 
Occupational Groups, Minnesota Incomes, 1938-39 


(Source: Derived from Minnesota Resources Commission, Minnesota 
Incomes, 1938-39, Table 10, pp. 123-27.) 


is of most interest. On visual inspection it would appear that the area 
inside the business income curve is slightly larger than that inside the 
curve of incomes of non-earners; the Gini concentration ratio should 
then be larger for the business group. On the other hand, (1) the 
spread of incomes in the ranges of highest frequency, as shown 00 
Figure 6, is much greater for the non-earners; (2) it is clear from 
Figure 6 that, were a Pareto curve to be drawn, the slope of the 
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high income tail would be less for this group, indicating greater in- 
equality in the distribution of income among non-earner families; (3) 
the Lorenz diagram itself indicates that the highest 10 per cent of 
income receivers in the non-earner group hold 38 per cent of the aggre- 
gate income, whereas the highest 10 per cent of the business men hold 
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Source: Derived from U. S. National Resources Committee, Consumer 
Incomes in the United States, 1935-36, Table 21-B, p. 100.) 


only 32 per cent of the aggregate income of their group; (4) it is 
evident from the Lorenz curve that a Gini chart of the distribution of 
incomes among non-earners would show a steeper slope, hence greater 
inequality, than in the case of the distribution of incomes among house- 
holds of business men. Other than the concentration ratio, the only 
other measure thus far discussed that would support the thesis that 
distribution among non-earners was more equal than among business 
men is the reversal of the Gini chart (as in Figure 2), cumulating 
aggregates from the lower income ends; that this would be the case 
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is again evidenced by the Lorenz curve itself. These contrasts bring 
out vividly the ambiguity in the concept of “inequality.” 


Most mathematical and statistical experimentation with personal 
income distributions has focused on the characteristics of any given 
distribution rather than on the relation between income distributions 
among different categories of the population. Concepts of inequality 
have referred to the characteristics of a given distribution. There js, 
however, another framework in which inequality may be considered, 
the inequality between the incomes of distinctive groups of the popula- 
tion. This is illustrated in part by the positions of the curves in Fig. 
ures 5 and 6; but it is most vividly portrayed by a graphical analysis 
of incomes of white and Negro families in the South. 

Figure 8 presents such a comparison, again as a cumulative distribu. 
tion on semi-logarithmic paper. The three curves to the right are dis. 
tributions of incomes of white households in three sizes of cities; those 
to the left are distributions of incomes of colored households in the 
same cities. The shapes of these curves are very similar for all groups, 
except that the incomes of white households tail out at the upper in- 
come end to a significantly greater extent. The striking thing about 
the graph is the great distance between the two sets of curves, white 
and Negro. Throughout the modal range the horizontal distances be- 
tween the curves are almost constant. Any given percentile of the 
white population in large cities is at or above roughly 2.6 times the 
level attained by the same percentile of the Negro population. In the 
small cities the difference is even greater; the graph indicates ratios 
of over 3.0. 


III. Conclusion 


Two basic types of information are important in the analysis oi 
personal income distributions: (1) the general level of living that 
such distributions may indicate, and (2) the shape of the distribution 
This question of shape is not merely a matter of “degree of inequality 
or concentration,” however measured, but of the particular character 
of the disparities in incomes. Allyn Young, in 1917, approached this 
problem with his usual perspicuity, and his words will bear repeating: 
The degree of departure from absolute equality, however measured 0 
stated, must itself be referred, if not explicitly, then in some vague way, \ 
a standard of normal or justifiable concentration. A dead level of uniformity 
is neither practicable nor desirable. . . .¥ 


* Allyn A. Young, “Do the Statistics of the Concentration of Wealth in the Unite 
States Mean What They are Commonly Assumed to Mean?” Jour, Am. Stat. Asso 
Vol. XV, New Series, No. 117 (Mar., 1917), pp. 471-84. 
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And some pages later he argues that: 


The amount of concentration, the amount of departure from a condition of 
uniform incomes, does not matter so much as does the particular form of 
the income distribution underlying the concentration. . . . 

The worst thing in the present situation is undoubtedly the extreme 
skewness of the income frequency curve. . . . The problem of poverty and 
the problem of great fortunes are the problems of the lower and upper limits 

‘ this income curve. . . . The most serious aspect of the distribution of 
property and incomes in this and other countries is not the presence of a 
larger or smaller degree of “concentration,” but the general distortion of 
the whole income scheme, reflecting as it undoubtedly does the presence 
of a high degree of inequality in the distribution of opportunity.** 


The methodological import of Young’s discussion was simple. He argued 
that simple frequency distributions are far more useful and much less 
misleading than any coefficients of inequality or any formulas purport- 
ing to describe an income distribution. He went one step further and 
urged the use of the Pearsonian system of curves and of measures of 
dispersion. 

We cannot go along with Young in his attachment to the Pearsonian 
system of frequency analysis for the interpretation of personal income 
distributions. Even when plotted on a semi-logarithmic graph, a non- 
cumulative distribution is a less useful device than the cumulative dis- 
tributions discussed in this article; this point hardly requires argument 
at the present date. But in one respect Young was fundamentally sound. 
A frequency distribution of some type is a far simpler and more com- 
plete basis for the interpretation of income data than is any collection 
of the most commonly used coefficients or formulas. 

It is equally true that any single graphic device is incomplete. 

A Pareto chart is of distinctly limited usefulness in the middle and 
lower income ranges, and its meaning is not readily comprehended; yet 
it has proven an extremely valuable device in the study of income dis- 
tributions within the higher income ranges. A Gini chart has the 
special advantage that it permits both extrapolation and interpolation 
for the upper income ranges starting from a lower point than would be 
admissible on a Pareto chart. It provides also a picture of the dis- 
tribution of the aggregate income of a society among its members, an 
aspect of income distribution that is not revealed by a Pareto chart. 
On the other hand, the Gini chart is somewhat more complex in the 
concepts involved; it cannot be translated directly into an ordinary type 
of frequency distribution; and to plot such a chart it is necessary to 
have facts concerning the distribution of the aggregate income that 


My 


ur. Am. Stat. Assoc., Vol. XV, New Series, No. 117. 
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are not needed for the construction of a Pareto graph. Finally, the Gin; 
chart shares with the Pareto, though to a less extent, an emphasis on 
the upper income levels that obscures relationships at the lower end 
of the income scale. Gini graphs are far more useful when expressed 
in terms of percents than when given in absolute figures. When the 
problem under consideration requires special emphasis on the higher 
income tail of the distribution, the choice between the Gini and the 
Pareto curves will depend on the character of the data and the par. 
ticular facts that may be of most interest to the investigator. 

A reversal of the Gini approach, cumulating the percents of con- 
sumer units and of aggregate incomes from the lower levels upward, 
was plotted on a double logarithmic scale. This procedure counters the 
emphasis on the distribution in the high-income ranges with an em- 
phasis on the low-income end of the distribution. Taken in conjunction 
with a Gini chart, it draws a sharp picture of the characteristics of the 
distributions at the two ends of the scale. 

For most purposes, however, two types of charts of more general 
usefulness will provide a sufficiently complete analysis. These are the 
Lorenz curve and the semi-logarithmic chart used in this article. The 
Lorenz curve shows the distribution of the aggregate income among the 
members of the population, and it is a fairly sensitive indicator of 
inequality in so far as disparities may legitimately be weighted in terms 
of arithmetic differences. A careful reading of the Lorenz chart will 
reveal most of the relationships shown by the combination of the Gini 
chart and its reversal (Figure 2). But the Lorenz curve gives no clue 
as to the general level of incomes or the numbers or proportions of 
families in different income-size classifications. These facts are shown 
by the cumulative distribution on semi-logarithmic paper. This latter 
is an extremely versatile device for the description of any given distribu- 
tion and for a comparison with other distributions, particularly for the 
middle and lower income groups. It is a mediocre method of indicating 
the character of the income distribution at the top; and it takes no 
account of the aggregate amounts of income held by various percentiles 
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Employment Policy and Organization of Industry after the War 


There is a growing trend of thought, especially prominent in Great Britain, 
that economic salvation after the war must be sought in state control. The 
main current of this opinion flows from many springs: the failure of free 
nterprise to maintain a reasonable level of employment between the two wars; 
the debacle of the thirties; the rending of the illusion that competition and 
elf-interest will secure a desirable adjustment of supply to demand and an 
effective tendency toward full employment; the recognition of pervasive 
market imperfections and wastes (call them wastes of competition or mo- 

poly as you will); and a complete system of war-born direct controls 
which public inertia, fear of the future, the vested interests of those in control 
and conviction as to the benefits of a planned economy now conspire to project 
nto the post-war. These, and similar influences, have produced in Great 
Britain Employment Policy and Organization of Industry after the War (the 
rimary subject of this paper), the Government White Paper on Employment 

the Economics of Full Employment prepared by members of the 
Institute of Statistics at Oxford, and the more imposing Report on Full Em- 
ployment in a Free Soctety by W. H. Beveridge.’ While these documents differ 
he detail of their recommendations, and even more in quality of analysis 
and adequacy of presentation, they reflect a similar spirit and a similar con- 
tion, 

Employment Policy and Organization of Industry after the War is essen- 
tially a policy statement, a compilation of ideas and suggestions for “a 

w advance . . . in the control and organization of our national resources,” 

use Mr. G. D. H. Cole’s words in the Preface. This Statement, as a com- 

mise among the varying opinions of the 33 Conference participants, suf- 

Unless specifically noted to the contrary, all page references in this paper are to 

ment Policy and Organization of Industry after the War, a Statement Deriving 
1 Conference at Nuffield College, England, in May, 1943. (London: Humphrey 
Oxford University Press, 1943, pp. 70, 2s. net). References to the “Conference” 
the “Statement” denote this document. While no attempt has been made to 
shifting and more guarded shades of opinion in the subsequent publications 
the aspects of the Statement selected for comment are sufficiently common (if 
the general approach to warrant more careful consideration than the 
itself might justify. The Government White Paper on Employment Policy 

st reflects the viewpoint here under discussion. 

more sympathetic treatment of the British approach to post-war employment, 
ee Arthur Smithies, “Full Employment in a Free Society,” Am. Econ. Rev., Vol. XX XV, 
N June, 1945), pp. 355-67. I shall have occasion to refer to this review of the 

eridge Report in the course of this analysis. 
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fers inevitably from the multiplicity of its origins. It is not a set of concp. 
sions derived from any inductive analysis, to which the reader is exposed, of 
economic forces underlying business fluctuations and unemployment. Nor is jt 
a deduction from stated premises or principles with which the reader might 
agree or disagree. It recommends a program which lodges in public authority 
the final control of basic economic decisions, such as the direction and location 
of real investment, the use of corporate surplus above a reasonable retum 
to shareholders, the determination of wages and prices, etc. But, at the same 
time, it pays lip service to the importance of flexibility and efficiency in pro. 
duction and to the vital need for vigorous private enterprise and codperation 
between management, labor, and the state. 

At the risk of misrepresenting the real position of the Conference, | 
have focused attention on the controls which are recommended rather than 
on observations with respect to the desired operation of the economy which 
may or may not be consistent with those controls. And I have directed my 
comments primarily to the implications of, and the necessity for, those con- 
trols rather than to the structure of administrative agencies through which it 
is proposed that they be exercised. Finally, because of the breadth of the 
subject and the limitations of space, I have concentrated on the central 
ideas of the Statement even though this procedure magnifies the scope of 
apparent disagreement. 


I, The Objective: Full Employment 


The Conference seeks “the achievement of the nearest possible approach t 
‘full employment’ at a high and steadily rising standard of living” (p. 10). By 
“full employment” is meant a situation in which “the number of unfilled 
vacancies is not appreciably below the number of unemployed persons.” This 
is inherently a more reasonable concept than the more explosive Beveridge 
formulation in which the number of jobs offered exceeds the number of those 
seeking employment. But in the absence of any consideration of the compo- 
sition of the unemployed, of the nature of the costs of reducing the level of 
unemployment, or of the significance of the phrase “the nearest possible 
approach,” the objective can hardly be appraised. 

A clear definition of the full employment goal is crucial for understanding 
and for intelligent decision of the issues raised. There can be no quarrel 
with the conclusion that “the government in running its own affairs, cannot 
ignore the effects of its actions on the capitalistic system.”? In this sense, i! 
no other, the government must accept responsibility for the formulation and 
carrying out of a full employment program. If the policy goal is to induce 
high employment levels without inflation, prevent major fluctuations in em- 
ployment and assure economic security through comprehensive unemploy- 
ment insurance and social security, this responsibility of the state cat 
probably be discharged within the framework of its traditional peacetime 
powers without substantive modification of the free enterprise system. But i! 
the goal is a guarantee of jobs (as opposed to income security) for all those 


* A. Smithies, Am. Econ. Rev., Vol. XXXV, No. 3, p. 366. 
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who may seek employment, only a state of greatly expanded peacetime powers 
can assume responsibility. The higher the employment goal established and 
the smaller the variations of employment around this goal considered toler- 
able, the more sweeping must be the direct controls exercised by the state 
ver the freedom of choice and action of business men, workers and consumers 
alike. The vital issue, therefore, is how much added security of employment 
is worth what amount of sacrifice of that freedom of individual action which 
we have come to identify with the American way of life. History suggests 
that this calculus is only partially economic.* 

The Conference failed even to consider this subject. If this implies that 
any increment of employment up to “full employment” is worth the sacrifice 
f any amount of freedom of action or choice, the conclusion certainly needs 
demonstration. But if this is not its position, the scope and detail of the 
controls recommended are greater than a more modest purpose would require. 


II. Maintaining Full Employment by Controlling Investment* 


Without attempting an analysis of the character and magnitude of under- 
lying forces, the Conference observes that business fluctuations in the past 
have been accompanied by much larger sweeps in the output of capital goods 
than in goods destined for “day-to-day consumption.” Thus “the key to 
ealing with the main part of the problem is to be found in measures designed 
) maintain investment in capital goods, including of course not only directly 
money-making assets but also such services and amenities as will minister to 
the health and well-being of the people” (p. 24). 

But how can one secure the volume, direction and timing of investment 
in capital goods which is required to maintain full employment? Bank credit, 
it is suggested, should be controlled with this purpose in mind and both short- 
and long-term interest rates should be kept at a minimum; but availability 
of money and credit is no guarantee that it will be “rightly used, or indeed 
used at all.” Public works will assure a proper direction of expenditures, but 
in the past public works have led to “lop-sided development” because they 
have operated on too narrow a base. The area of direct state control of invest- 
ment, therefore, must be enlarged. Public ownership must be extended to 


‘From this point of view, I find it hard to understand Smithies’s enthusiastic endorse- 
ment of Beveridge’s attack on the British White Paper on Employment Policy as 
merely “an anti-cycle policy, not a policy of full employment” (op. cit., p. 366). 
Unless one believes, with the secular stagnationists, that without continuous expansion 
{ public investment the economy is doomed to a long-run downward spiral in relative 
employment of resources, or in the thesis that the state should guarantee jobs for all 
who seek employment, I would have thought that a comprehensive “anti-cycle policy” 
was an effective pragmatic approach to the problem. Smithies apparently does not 
support the idea of a state guarantee. While he has no occasion to refer to secular 
Stagnation, the factual evidence for this theory is at best equivocal. (See George 
Terborgh, The Bogey of Economic Maturity and further references listed by him on p. 9.) 


The vital importance of international trade to a country like Great Britain is 
recognized by the Conference but the subject is postponed for more careful consideration 


N some forthcoming Statement. 
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industries of “key importance in the maintenance of general investment a,. 
tivity” as well as to those which are important because of “their basic charae. 
ter and the dependence on them of a wide range of other industries and 9 
basic services vital to the consuming public” (p. 44). No classification oj 
industries is attempted, although transport of all varieties, public utilities ang 
basic extractive industries like coal are mentioned as likely prospects, The 
threshold for public ownership, however, is low; the test is whether any alterna. 
tive control will “secure fully efficient operation in the public interest, o, 
make thoroughly effective the power of the State to regulate the volume oj 
investment”’ (p. 47). 

State control over its own investment activities, even though extended over 
the more important capital-using industries, might not be enough to assure 
correction of the cyclical and structural defects in the economic system. It js 
contemplated, therefore, that the state will control a// private as well as public 
investment in terms of a “list of priorities, balanced to cover the needs of the 
home population and of export trade, and to provide for the adequate capi- 
talization of industry and agriculture in pursuance of a clearly conceived 
national plan of economic development” (p. 27). 

For this purpose it is proposed that “a careful system of cost-accounting 
be set up on the basis of which government may decide among alternative 
projects. The object is not merely to assure adequacy of aggregate financial 
outlays. “Government is being called on to assume the new and vital re. 
sponsibility of seeing to it that the right amount of real investment shall 
be made” (p. 29). “Real investment” is defined as “instruments of produc 
tion”’ for replacement as well as for additions to capital resources. 

Finally, the continuing phenomenon of “depressed areas” in both prosperity 
and depression attests the failure of private industry to adapt itself to socially 
desirable locations and the inability of labor to align itself with industrial 
opportunities. While “nothing must be done to force firms to set up factories 
in areas which are economically unsuitable, or would involve high costs oi 
production; and no rigid or inviolable limit should be set to the natural de- 
velopment in the more prosperous areas of the industries for which they are 
best suited . . . [effective measures must be adopted] . . . to influence and 
control the location of industry in the post-war period” (pp. 38-39; italics 
mine). As in other matters, apparently the state will decide, it is hoped, 
wisely. 


Comment 


In the absence of a state guarantee of the maintenance of “full employ- 
ment” without regard to social cost, detailed control of real investment is an 
unnecessarily burdensome and restrictive method of assuring desirable high 
levels of productive employment. 

Let us first look at the implications of this method of control, The plannet 
control of all public and private investment (in terms of actual capita 
goods, not merely financial quantities), if it could be achieved, would requitt 
in effect the predetermination by government fiat of the kinds and quantities 
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goods and services which consumers would be permitted to buy.’ Such 
, substitution of centralized wisdom for the decentralized choices of the 
market place is at least suspect in democratic countries. It would place in the 
sovernment bureaucracy the power of predetermining what new ideas would 
and what would not be permitted to be developed. On the eve of potentially 
revolutionary developments in plastics, synthetics, the light metal alloys, 
transport, and electronics, to mention but a few, such concentration of 
economic power could be stifling. New ideas seldom spring fully developed 
‘rom the minds of their originators, and public servants are notoriously con- 
servative. 

It might be objected that the development of an over-all system of priorities 
supported by relative cost analysis would avoid most of the dangers I fear. 
But the concept of an over-all system of priorities in peacetime to control all 
real investment is either naive or authoritarian. Neither “over-all priority” 

its alter ego “social utility” can be given concrete, objective content as a 
guide to public action.® In time of war, a system of priorities is a necessary 
evil. It is also a fairly rational method of control because the bulk of the 
preferences granted are determined by the overriding needs of war (direct and 
ndirect). In the residual civilian area, discretion is reduced to a comparison 
f minimum essentials. Even in wartime, however, the operation of such a 
system is halting, cumbersome and charged with inescapable discriminations. 
But as soon as materials, facilities and manpower available exceed minimum 
essential civilian needs, the basis for rational judgment at the margin dis- 
pears. Decision necessarily becomes arbitrary, explicitly or implicitly reflect- 


his conclusion is not implicit in proposals to assure an aggregate volume of invest- 
nent consistent with full employment, As in the Murray bill now before the U. S. Senate, 
> state might estimate anticipated private investment and budget government ex- 
tures so as to provide the combined level of investment considered necessary for 
full employment. This proposal raises problems of its own, but they are not our im- 
mediate concern 
‘This concept of “social priority” or “social utility” is also prominent in Beveridge, 
with no explanation of the criteria that could be employed to give it concrete 
meaning as a principle of selection. Smithies takes no exception to the use of the term. 
Indeed, he goes Beveridge one better by proposing that the arbitrary element in Bev- 
eridge’s ‘‘double-budget principle” might be avoided by choosing between increasing public 
nditures or reducing taxes on the basis of comparative social utilities. At the desired 
tal outlays, “the ‘marginal social utility’ of taxation should be equal to the 
nal social disutility’ of taxation” (op. cit., p. 359). 
ncept of relative social utility is not without meaning as a philosophy of 
action. Within limits, it even provides practical guidance. Alternative 
for public expenditure can be appraised roughly in terms of their relative 
| value. In terms of the incidence of the tax structure, a presumption may even 
tablished that projects so chosen are worth more than the incremental loss to 
> taxpayers as long as aggregate government expenditures are small. But this conviction 
pated as the volume of public expenditures increases relative to national income 
‘anishes entirely when the principle is raised to the status of a rational marginal 
calculus. It is just such a calculus which is here under consideration. As a precept of 
‘ministrative action, social priority or social utility merely obfuscates understanding 
the issues raised by centralization of economic decisions. 
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ing the prejudices of the administrator or the political pressures brought tc 
bear upon him. 

The contribution of cost analysis to the planned direction of investmen; 
by a central authority is likely to prove illusory in value and impracticabje 
in operation. The vastness of the statistical task of compilation and analysis 
of relative costs hardly requires emphasis. (The statistical task itself would 
probably go a long way toward solving the unemployment problem for mem. 
bers of the profession!) But the usefulness of the job is also dubious, The 
importance of added investment in a particular plant is not determinable 
from a direct comparison of added cost and the value of added product. (The 
authors incidentally neglect the need of a measure of benefits with which tp 
interpret the significance of their measure of costs.) Technological and market 
changes may require added investment to secure the existing investment 
against loss or to activate it into full use. The benefits from added investment 
may be so intangible as to preclude direct. evaluation. To derive compar. 
bility of relative costs and benefits over a broad segment of the economy, 
especially where joint and common costs are prominent and multiple benefits 
are involved, is practically an insuperable task.” Final decisions would be made 
but it is doubtful that comparative utilities or comparative costs would have 
much to do with them. 

These comments do not challenge the ability of the state effectively to 
guarantee “full employment” if it is prepared to invest directly in sufficient 
quantities* and over a wide enough area. They do emphasize, however, that 
the price of the guarantee, on the terms here under discussion, is a substitu- 
tion of the “wisdom” of the state for the freedom of choice of the individual, 
the probable sacrifice of important new products and processes to a high level 
of mediocrity, and the imposition of a burdensome system of central account- 
ing and cost analysis of dubious value.® 

If the community is willing to tolerate some measure of instability of 


*The real problems of cost comparability, familiar in a more simple form in “yard- 
stick” government competition in this country, would not be removed even though they 
might disappear from public view under central control of all investment. 

*It is striking that the Conference did not consider how Great Britain might finance 
an undertaking of this magnitude. It is apparently assumed that, despite the burden 
of statistical reporting, of government controls of location, direction and quantity of 
investment as well as of prices and wages, not to mention the extension or threat 
of extension of government ownership, private investment will be forthcoming in suc 
volume that no serious financial problem will arise. I am not competent to judge the 
temper of the British business community or of the British public; but, in our ow 
economic milieu, a consideration of the probable impact of these proposals on the national 
debt, the tax structure, the rate of private investment and the enterprising spirit of 
the business community would seem a reasonable prologue even to preliminary judgment 

*The stress laid by the Conference on state control of real investment seems radica 
and ill-considered as compared with the seemingly more orthodox emphasis by Bevericgt 
on the maintenance of aggregate outlays at levels consistent with full employment + 
might be assumed that I am here concerned with a “straw man.” And yet, the difference 
in the two views may easily be exaggerated. For Beveridge would not maintain adequat? 
outlays by tax reductions which would increase disposable incomes in the hands 0! 
consumers to be expended by them in conformity with their own judgments of relative 
urgency. Rather, he proposes expansion of public works and public operation of bas 
industries in conformity with social priorities either at the same or at higher rats © 
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employment, it may be possible to preserve the basic freedoms of economic 
democracy and still achieve desirable high levels of employment and income 
security. To attain and maintain aggregate markets which will provide high 
level employment under a free enterprise system is a difficult and, as yet, an 
untried task. It requires that government establish and maintain a tax system 
which will not stultify the willingness to assume risks; that it codrdinate the 
control of bank credit with monetary-fiscal measures designed not only to 
damp inflationary pressures but also to stimulate consumption’ and private 
investment?? when markets weaken; that it be prepared to supplement general 
counter-deflationary measures with a program of public works, if necessary; 
and that it destroy or subjugate monopoly elements (whether business or 
trade union) which threaten the goal by restrictive tactics. Such a program 
should, of course, be complemented as in the British proposal by an extended 
and strengthened social security system. 

There can be no guarantee that a program developed within the framework 
of a free enterprise economy will provide the levels of employment and the 
standards of living considered essential in the post-war world. Selective use 
of direct state controls may prove indispensable, Conceivably, some form 
f collectivism may eventually be considered the lesser evil. But the contribu- 
tion of free enterprise to our economic and social development is so great and 
the restriction of economic freedom is so subtly meshed in experience with the 
loss of political freedoms that it is no more than prudent to try to improve 

r own, rather than to accept blindly, a foreign way of life. 


III. The Control of Prices 


Where imperfect competition or monopolistic factors exist, the Conference 
believes s that neither competition nor market forces can be expected to bring 

bout desirable adjustments, Both business and the trade unions must, _ 
fore sth governed by public codes of conduct and their actions submitted 7" 
the scrutiny of impartial authorities representing the public interest” (p. 14). 
This control is suggested for wages and prices as well as decisions with respect 
to conditions of employment, the demarcation of trades or the volume of pro- 
duction, But only price control is discussed extensively. 

Maximum price control is apparently expected to be practically universal. 
Based on mandatory uniform cost accounting, maximum prices would be set 
on standardized goods to allow to producer and distributor no more than a 
reasonable profit under efficient operation. (High-cost producers, it is sug- 
gested, should be forced out of the market by price control.) The area of 
standard goods, and therefore of standard price regulations, should be ex- 


ation 


While Beveridge avoids some of the technical traps which ensnarled the 
erence, the spirit is the same and the kind of society contemplated is practically 
tinguishable. 

~ Such as by better credit terms or by prompt tax reductions (e.g., in withholding or 

n excise taxes) which increase disposable incomes. Increased consumption, of course, 

induce increased investment (directly in inventories but also in equipment) 
ell as increased production. 
tax concessions, low interest rates and, in the case of housing, possibly 
-d loans or outright subsidy could be justified. 
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panded by state “elimination of unnecessary varieties which do not really 
widen the consumers’ choice” (p. 57). Where non-standard goods preclude 
the fixation of ceiling prices, Price Regulation Tribunals would be authorized 
to deal with allegations of unfair price. And to round off the whole, “an effec. 
tive control over price-regulation and output policy in respect of agpri- 
cultural as well as industrial products” (p. 61) should be established, 


Comment 

Price control to ward off inflation, usually supported by wage and distri. 
bution controls, is a necessary condition of economic stability during wartime. 
The absorption of a major portion of economic resources in war production 
means the creation of money incomes far in excess of the available stock and 
the possible new production of civilian goods and services at preéxisting price 
levels. The wartime control agency can and does rely heavily on a general 
freezing of prices at some arbitrary date. The maintenance of profit margins 
on particular products as cost elements change is not vital when the produc: 
is no longer produced or the firm is already subject to excess profits taxes 
because of its earnings from war business. As long as money income and 
accumulated savings in liquid form available for consumption expenditures 
grossly exceed production possibilities, some measure of price control may 
be required if inflation is to be held in check. Even after the transition from 
war to peace, it is conceivable that the attempt to maintain a satisfactory 
level of employment will so lower the threshold of inflation that selective 
government control over prices will have to be retained. 

But the object of the Conference is not primarily inflation control. It 
proposes rather to secure for the public the benefits of productive efficiency 
through the mechanism of price control and cost appraisal. The object “should 
be to achieve, not so much low prices in themselves, as a reasonable relation 
between prices and the costs of efficient production, and between the prices 
charged for different kinds of goods” (p. 60). Our own experience in public 
utility regulation provides little basis for optimism in such a project. If prices 
are to be fixed by costs, the incentive to increase business income in the guise 
of costs has usually required a proliferation of controls which in the end may 
effectively substitute the judgment of the pricing authority for that of man- 
agement. Combined with profit limitation, price control may lower the qualil) 
of management and discourage the search for new production opportunities 
and technological improvements.” If the size of the cake is reduced, the satis 
faction of receiving a larger proportionate share may be a poor consolation {or 
those who like cake. 

Quite apart from the gigantic task of compiling and analyzing operating 
costs (and without regard to imponderables in interpretation), the extension 
of price control throughout the economy is of dubious benefit to the cot 
sumers for whose protection it is derived. Certainly, the mere existence 0! 
imperfect competition is no warrant for price control. The economists’ dix 
covery that the pure competition of his theoretical preconceptions does n0! 


Such considerations, together with the greater possibilities of realizing “exter 
economies” not significant for the private firm, strengthen the case for public ownersi 
and operation in industries which cannot be left to competitive forces. 
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exist did not alter the character of actual competition. And while there might 
be some dispute as to when competition first became predominantly “im- 
perfect,” it would take a good deal of proving to demonstrate that the net 
effectiveness of cornpetition—in price, quality and service—was lessened by 
the transformation. 

cannot be said with conviction that the post-war situation will not 
require more direct price control than existed before the war, especially as 
protection against inflation. But general price control as an anti-monopolistic 
measure is a counsel of despair. Direct and indirect government measures to 
stimulate new enterprise, to induce more desirable price and production 
policies, to curb the scope of monopolistic practices—largely neglected by the 
Conference—promise greater benefits. It seems never to have occurred to the 
Conference that the monopolistic practices among British firms, which it 
deplores, may be no more permanent than the government policy which has 
fostered them, The only thing certain about general price control based on cost 
analysis is the enormous statistical and administrative burden it would entail. 
[he danger of stultifying progressive and efficient management is imminent 
and the benefits to be realized are problematical. 


IV. Codperation between Business and Government in Maintaining 
Full Employment 


With planning designed not merely for “general control over land-use and 
development” but also “to secure a right distribution of resources between 
different industries and services, the maintenance of the volume of investment, 
and the adjustment of productive capacity to the needs of home consumption 
and of the world market” (p. 37), a higher calibre of public servant and a 
more intimate cooperation between business and state are imperative. The suc- 
ess of the entire plan will therefore depend on getting the services of “men 
of the highest scientific, technical, and economic attainments” (p. 59). 

Education, a closer assimilation between salary rates in public and private 
business and a recruitment procedure in public administration which will 
encourage freedom of movement between publicly and privately administered 
concerns” (p. 21) are relied upon to secure proper personnel, The indispensable 
cooperation of business depends on the “growth of the spirit of integrity and 
public service” (p. 63) among industrial managers who comprise a skilled 
profession and, “like other professionals, can be called upon to observe a 
stringent code of professional conduct” (p. 21). The Conference envisages 
a growing allegiance of business managers to the public interest as repre- 
sented by the state. In its view “the claim of capital in large joint-stock 
enterprises should take increasingly the form of a limited return on the 
amount invested, and . . . the residuary profit should be applied to schemes 
{ capital development or welfare, including more continuous employment, 
wbject to the claims of the State and to State approval of the uses to which 
he surplus is to be put” (p. 68; italics mine). 


Comment 


Few would challenge the assertion that “It is emphatically not the case 
that most employers, or most managers, are moved exclusively by considera- 
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tions of private profit” (p. 15). Most would also agree with the emphasis 
on management as a skilled profession and a key factor in developing policies 
compatible with the necessary conditions of “full employment.”** And yet, | 
believe that faulty conclusions have been drawn from these observations, 

The business manager may be motivated by considerations of security— 
security for himself or security for the corporation and the organization of 
which he is a part; he may desire the approbation of his professional col- 
leagues, the confidence of his employees, the goodwill of his customers or the 
recognition of his community; he may seek the power and influence that 
come with size and leadership; or he may be dominated by the desire to 
make a better product or build a model plant or an efficient organization, 
These are powerful non-monetary drives and, within the limits of discretion 
available to him, the business manager may De governed by them. But they 
are expressed in and through his business, on his own initiative and on his 
own responsibility. 

It cannot be assumed lightly that the business man would respond as 
effectively, or at all, in a situation in which his disposal of “residuary” profits 
were “subject to the claims of the State and to State approval of the uses to 
which the surplus is to be put.” Furthermore, the fact that business men do 
exercise a varying margin of discretion free from the dominance of immediate 
profit suggests that, under appropriate conditions, direct state control may 
not be required to achieve the desired results.** The establishment by the 
state of a codrdinated policy designed to achieve continuing high employ- 
ment under free enterprise, the definition of business action conducive to 
the attainment of the goal, and the public recognition of private accomplish- 
ments in terms of the code of business action set up, could contribute more 
than any amount of coercion toward realization of the objective. 

Even if the harried ranks of the Civil Service were infiltrated by the best 
minds of the business, scientific and professional world, the competence of 
any individual or group of individuals to plan in detail the future of a great 
industrial economy in peacetime is undemonstrated; and the substitution 
of the decisions (even the wisdom) of the few for the choices of the market 
place may be too high a price to pay for “full employment.” 


V. Conclusion 


The problem of “full employment” is the most crucial domestic issue before 
this or any other country. Its solution is vital not only for political stability 
and economic well-being in this country but also for the success of inter- 
national codperation in securing the future peace of the world. For that end, 
substantial sacrifices would be justified and they may be required. But it is 
neither good economics nor good social policy to give up a greater for 4 
lesser good. 


“The independence of management in the determination of corporate policy IS 
emphasized by R. A. Gordon, in Business Leadership in the Large Corporation (Washington, 
Brookings Inst., 1945). 

“This view is propounded at length by E. G. Nourse, in Price Making in a Democracy 
(Washington, Brookings Inst., 1944). 
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The British approach to the problem magnifies the centralization of eco- 
nomic decisions in the state at the expense of the individual; in the Nuffield 
‘onference Statement, to the point of practical collectivism. The major objec- 

n to this view, as presented, is not that it won’t work*® but that it is in- 
adequate, myopic and unbalanced. These faults stem from its failure to 
analyze and appraise its policy goal. Full employment is neither a simple 
nor an absolute concept. Most of us do not want jobs so much as we want 
the kind of employment that is compatible with our tastes and our abilities; 
and, more important than either, we require some measure of security of 
ncome and the maximum possible opportunity for the independent satisfac- 
tion of our preferences, the exercise of our respective skills and the develop- 
ment of our faculties. Full employment, then, is not a simple economic objec- 
tive; it is a complex way of life within which conflicting ends must be com- 
promised to provide the greatest benefits at the lowest feasible cost. 

The full employment goal, as the kind of society in which one wishes to live, 
will vary from one country to another depending on its cultural and economic 
standards of living, the heritage of its past and its hopes for the future, By 
neglecting this fundamental fact, the Conference implicitly applied a foreign 
and, in my judgment, a false set of values to its problem. As a nation’s stand- 
urd of living rises, and ours is the highest in the world, individual oppor- 


the individual, political and economic, is an essential ingredient of the full 
employment goal. Direct state control is a positive, albeit in some cases a 
necessary, evil. 

The real problem in this country, then, is what is the highest level of 
productive employment, economic security and standards of living that can 
be achieved and maintained without direct state controls. This does not imply 
laissez-faire. The responsibility of the state to establish monetary-fiscal 
policies and to develop a program of essential public works designed to main- 
tain high employment is at last recognized. The right and duty of the state 

promulgate and enforce standards of conduct and to protect society against 
invidious practices of monopoly and quasi-monopoly, whether of business 
irms or trade unions, are not challenged. But only when such an alternative 
has been explored will it be possible to appraise the added advantages which 
lirect state controls might provide as against the added sacrifices which such 
a policy would entail. 

MELVIN G. DE CHAZEAU* 


“There is no doubt that a state with unlimited powers can achieve and maintain 
lull employment at least in the literal sense of providing jobs and income security. In 
ving its proposals for direct state controls, however, the Conference displayed 
yptimism that good decisions would be made than experience justifies, more faith 
in economic tools like social utility analysis and cost analysis than critical appraisal 
1 warrant, and too ready an acceptance of the sterile wastes of bureaucracy in 
reierence to the more fertile wastes of free enterprise. 
*The author, on leave from the University of Virginia, where he is associate 
proiéssor of economics, is at present a member of the Research Staff of the Committee 
t Economic Development in Chicago. The opinions he expresses are his personal views 
and do not necessarily reflect the position of the Research Staff or of the Committee for 
Economic Development. 


inity and self-determination become increasingly important. The freedom of 
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The Financing of Employment-Maintaining Expenditures 


Increasing attention has been paid lately to proposals for the stimulation 
of consumption as a means of maintaining employment when the total oj 
individual desires to save under conditions of full employment exceeds proj. 
able investment outlets, in contrast to the earlier tendency to think in term; 
of a resort to public works. Indeed the question is no longer merely an aca. 
demic one in Canada, for one of the points mentioned in support of the 
recently-enacted family allowance measure’ is that it will stimulate consump. 
tion and thus contribute to the maintenance of full employment.” 

In discussing proposals of this nature it is usually taken for granted tha 
they may be financed in exactly the same way as the alternative public works 
plan would be—the common suggestion being the use of borrowed funds to 
cover the budgetary deficit of the spending body (presumably the gover- 
ment). It is the purpose of this paper to question that assumption. The 
inquiry leads to certain modifying and qualifying factors, and thence to a 
proposal which, it is believed, will permit an optimum balance of expendi. 
tures as between consumption and public works (which indeed are only a 
form of durable consumption goods) combined with an optimum program 
for financing these expenditures. 


Resort to deficit financing for a program of consumption subsidies or 
other current (as distinct from capital) expenditures is open to the criticism 
that it does not solve the disequilibrium between the net sum of individual 
desires to save and the actual investment opportunities open, which is surel) 
the fundamental and basic element in the whole situation. It means that 
individuals will “save” and lend to the government money that is not really 
saved (invested) by the nation as a whole, but spent on consumption. It 
solves the problem of underspending, but it does not solve the problem o! 
oversaving. It does not equate apparent savings with real savings—it doe: 
not equate the total “saved” in the popular sense and lent to others with the 
real savings of the community. This makes it difficult or impossible to retain 
public confidence if it is used as a long-run policy. How can the man on the 
street be expected to believe that money can be borrowed from one set 0! 
people in order to be given to another set indefinitely, without someone hav- 
ing to stand the loss some day? It would take a very high level of public 
economic education to maintain confidence in such a procedure, which is s 
contrary to everyday maxims of prudence and common sense. 

In contrast, if the borrowed money is used for public investments of ap 
parently durable value (which makes apparent savings and real saving 
equal), it will be much easier to retain public confidence; for it is the com 


*The Family Allowances Act, 1944; Statutes of Canada, 1944, c. 40. The act provides 
for allowances ranging up to $8.00 per month, according to age and number of children, 
for each child under 16 years. 

?This point was raised during the debate in the House of Commons by the Prime 
Minister, the Right Honourable W. L. Mackenzie King, and by Mr. (now the Hon 
ourable) Brooke Claxton; see The House of Commons Debates (unrevised edition), July 
25, 1944, p. 5453, and July 26, p. 5517. 
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n accounting practice to relate long-term borrowing to the acquisition of 
apital assets, and people will see that their bonds are financing community 
sets they would not otherwise have. In the case of self-liquidating projects, 
this advantage can be very well exploited by financing them through separate 

rporate bodies, the government guaranteeing the corporate bond issues 
nstead of itself supplying the money; proposals of this nature have already 
made their appearance. Even projects which are not expected to be wholly 
sli-liquidating can be treated in this way, with the government providing 
an annual subsidy equal to the deficit on the year’s operations, Only the net 
annual cost of maintenance will appear in the government’s accounts, and 
his can be compared fairly directly with the benefits accruing. 

Of course, this argument becomes weaker in the case of expenditures on 
public works which yield such general benefits as good health and public 
welfare, as do public parks for example, and for which it is not practicable 
r desirable to exact a monetary return from the users. It fails altogether in 
the case where resort is had to public works having a very questionable 
usefulness.* 

Thus it would appear that, whereas consumption subsidies ought to be 
fnanced entirely by taxation, public works need be so financed only after 
they reach certain limits.‘ As noted below, however, to finance on these 
rinciples without sacrificing full employment raises other problems. 


The conclusions just reached do not of course affect the main argument 
those who propose the extension of private consumption rather than the 
of make-work projects for the maintenance of full employment: the 
argument that additional expenditure on private consumption is to be pre- 
ferred so long as it yields a marginal satisfaction equal to or greater than 
the marginal satisfaction yielded by the alternative public use of the funds. 
The question therefore resolves itself into whether there is any way in which 
equate the satisfactions yielded by the marginal expenditures on con- 
sumption and on investment, and at the same time to equate the nation’s 
apparent savings and real savings. Abstracting from the problems of devis- 
ing a feasible tax structure, treated in the next section, we may note the 
proposals to tax all or certain types of savings. The many variants of these 
roposals—mostly designed either to force direct investment or to force con- 
umption by the would-be saver quite as much as to raise revenue—have 
certain attractions, but they are rejected here because, as developed below, 
the existence of oversaving is prima facie evidence in favor of income re- 
istribution. Some circumstances in which a tax on savings might neverthe- 
s be appropriate are briefly discussed at the end of this section. 


s interesting to note that in the comparable situation with consumption subsidies— 

hen further consumption goods begin to pall on jaded appetites—the subsidies may be 

i to “buy” additional leisure instead of goods. This will reduce the number of job- 
seekers or job-hour seekers, and thus combat unemployment just as effectively. 


‘ither borrowing or taxation. If the new money does not cause a price rise it is in effect 
erely an issue of a very liquid type of short-term security, for both currency and 
imply demand obligations; to the extent that it does cause a price rise it 

f the effects of a tax, considerably resembling a sales tax. 


‘Financing by the issue of new money is not discussed because in practice it becomes 
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It is a matter of observation that in most, if not all, nations incomes are 
unequally distributed. Inequality of incomes is justified on the grounds tha; 
it permits incentive differentials in remuneration which have a stimulating 
effect on production and result in a greater national income than would 
otherwise be realized; if all men are considered equal it is difficult to make 
a case on any other grounds than this for unequal shares in the national 
income except in so far as any persons refuse to contribute to its produc. 
tion. It is also a matter of observation, however, that most of the saving js 
done by those with the larger incomes. When oversaving exists under these 
conditions it is clear that more nearly equal individual incomes will tend tp 
increase the national income by reducing savings and increasing consumption, 
If this tendency proves to be strong enough to offset or more than offset the 
reduced productive efficiency resulting from interference with incentive dif. 
ferentials, then the existing degree of inequality is greater than is justified 
and some degree of income redistribution is called for.® 

Two principal types of income differentials are relevant: those necessary 
to induce investment of risk-capital in new developments, and those neces- 
sary to enlist special skills (including, of course, managerial skills) and to 
induce the acceptance of responsibility. The first type is less important here 
For one thing, it can be fairly well met by tax concessions, including possibly 
special allowances on income earned during the first few years of an enter. 
prise, as well as provisions for averaging losses and gains over a period oj 
years. What is required is merely the possibility of a differential advantage 
from new investment compared to the purchase on the market of stocks or 
bonds of going concerns, or the purchase of government bonds. Indeed it 
may only be necessary to ensure that losses can be averaged out against 
gains, so that the taxing authority shares the risk as well as the profit. How- 
ever that may be, it is only the hope of an increase in productive efficiency 
resulting from an untried new investment, at the time the new investment is 
contemplated, that must be weighed against equality of incomes; for, if in- 
creased efficiency were certain, then the possibility of a differential retum 
would not be necessary to ensure that the investment would be made. 

*If not, full employment with a lower national real income might or might not be 


preferred to a degree of unemployment with a higher national real income, but pre- 
sumably a less drastic redistribution coupled with a suitable public investment program 
would give both full employment and a higher national income provided such a program 
was practicable in the circumstances. Indeed, with the same proviso, such a modification 
of the use of redistribution is indicated if its results substantially (but not completely 
offset the stimulus of increased consumption on the size of national income, though it 
is difficult to say in advance just at what point and to what extent public works shoulé 
be substituted for income redistribution on these grounds; that can only be decided 
the light of the particular circumstances. 

In this connection it should be noted that a public works program might also be # 
instrument of income redistribution, to the extent that it was directed to providing works 
used mainly by lower income groups (e.g., low-rental housing projects), and was financed 
out of revenues raised by a progressive taxation structure. Presumably it would be les 
effective for the purpose than the methods here contemplated, however, since substantia 
portions of the government’s expenditure would go in the first instance to relatively 
well-paid skilled workers and as profits to contractors and equipment manufacturers 


rather than to low-income groups. 
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As for the second type of differentials, at least some degree of redistribu- 
tion can be effected at the expense of certain relatively high incomes, such 
as rentier incomes, in which incentive differentials will not be greatly af- 
fected; in fact, a reduction in some of these incomes might drive the present 
recipients to seek productive employment and thus contribute some increment 
to the national income. In any case it is reasonable to suppose that the 
propensity to save out of larger incomes will be more sensitive to changes 
in those incomes than the supply of differential skills will be to changes in 
the differential returns affected (at least over any range likely to occur in 
practice), since the absolute size of the differential in these incomes seems 
to be less important than the fact that a differential exists or (in some cases) 
merely that there is a hope of it. It therefore follows that redistribution 
under these conditions will not reduce, and will probably increase, the na- 
tional income, and thus the prima facie case for the redistribution of income 
is established. 

Typically, this redistribution might take the form of old-age pensions, 
unemployment insurance, family allowances, health insurance, and other so- 
cial legislation, financed out of taxes on the higher incomes. (Incidentally, 
it should be noted that these very benefits would reduce the average indi- 
vidual’s propensity to save, for the contingencies they meet constitute the 
“rainy day” for which most people want to provide a suitable reserve.) The 
redistribution should be carried to the point where the oversaving disappears, 
and the redistributive policies should endeavor to eliminate first those in- 
equalities (if any) not related to incentive differentials. Should it turn out 
that the oversaving disappears before all inequalities not so related are 
eliminated the process might still be continued until they are eliminated, on 
considerations of welfare, if this is practicable in the circumstances. 

There is, however, another limit to income redistribution as a means of 
counteracting oversaving, independent of the effect on incentives, which might 
prove to be effective even before incentives were seriously threatened. This 
limit involves the possibility that the marginal propensity to consume may, 
m the average, become constant or approximately constant above compara- 
tively modest income levels. It is clear that, when practically all incomes 
have been raised to these levels, further redistribution will be entirely in- 
effective so far as reducing oversaving is concerned, whether or not a still 
closer approach to equality of incomes is desirable on welfare or other 
grounds. More generally, a limit is reached when the marginal propensity 
to consume becomes approximately the same for the entire population, 
whether it is due to the rise of all incomes into a range of constant marginal 
propensity to consume or to the reduction of all incomes to approximate 
equality. At this limit the only redistribution of income that could reduce 
savings would be one in favor of individuals with a high propensity to con- 
sume—wastrels being a conspicuous example. 

Other measures for correcting oversaving are neither necessary nor ap- 
propriate so long as income redistribution is effective; their only justifica- 
tion is their effect on employment and income, whereas income redistribution 
has in addition the basic presumption in favor of equality of incomes. If, 
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however, income redistribution is carried to the limit imposed by interference 
with incentives or by the equalizing of marginal propensities to consume. 
whichever becomes effective first, and oversaving still exists, then other 
measures become both necessary and appropriate. Whether policy should 
in this situacion be directed toward a reduction of savings and an increase 
in consumption, or toward public investment so that the savings would be 
realized by the community, would depend largely on the marginal utilities 
to be derived from the alternatives which offered themselves. In the former 
case taxation of savings would seem to be an appropriate measure, in the 
latter case public works financed by borrowing. 


Summarizing the discussion so far, it has been argued that when expendi. 
tures on consumption or on the stimulation of consumption are preferred to 
made-work public investments for the maintenance of full employment they 
should, so far as possible, be paid for from taxation. Further, it has been 
argued that the most appropriate method of eliminating oversaving is the 
redistribution of incomes in favor of low incomes (spenders) financed by 
taxes on high incomes (savers), and that only when some degree of over- 
saving remains after this method has been used to its practical limit should 
it be supplemented by other measures. 

There remains the problem of raising by taxation sufficient sums for the 
type of program outlined—and practical difficulties at once appear. Four 
difficult and partly-conflicting conditions must be met for the ideal solu- 
tion: (1) The sums raised must be sufficient to meet the necessary expendi- 
tures. (2) The tax system must be progressive (probably steeply progres- 
sive) in the upper brackets at least in order to reduce the share of the na. 
tional income left in the hands of the principal savers. (3) Nevertheless the 
taxes must be designed to interfere as little as possible with incentive and 
initiative, and in particular they must not prevent some degree of incentive 
differential returns. (4) The entire program (including the expenditure side’) 
must be quickly adaptable to amounts of oversaving varying from some 
negative quantity to a relatively large positive fraction of the national in- 
come, since oversaving is the residual of several more or less independent 
factors and may change rapidly. 

So far as can be foretold now it seems that in the future governments wil 
find it difficult enough to raise revenues adequate to carry out programs 
much more modest than might be defensible on the basis of the ideas pre- 
sented above, especially in countries like the United States and Canada 
where federal constitutions raise problems of jurisdiction between national, 
regional, and local authorities; there is therefore room for grave doubt that 
a tax structure could be found to meet all the requirements of the ideal 
solution.” Most likely it is the adequacy of the revenues and their flexibility 


*Note that this constitutes an argument against reliance on social security or income 
redistribution measures solely, without any admixture of public investment; for once 
such measures were begun it would be difficult to discontinue them. 

"Though it may appear so at first sight, it is not illogical to suggest that a degree 0! 
income inequality greater than is justified by incentive differentials may exist and ye 
that taxation to eliminate this inequality would injure incentive. In fact, it may well be 
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that will suffer, for the force of public opinion will almost certainly compel 
‘he expenditure of sufficient sums to maintain reasonably full employment 
whether this means resort to borrowing or not. 

Under such conditions some people might argue that expenditures for 
consumption subsidies should be limited to what could be covered by revenue 
after paying all normal governmental expenditures, and that all other neces- 
sary employment-maintaining outlays should be made in the form of public 
works so that there would be tangible assets associated with the borrowing. 
This seems somewhat unrealistic, however, unless there are practicable proj- 
ects that promise to be entirely or partly self-liquidating sufficient in number 
and size to absorb the excess savings remaining after the measures designed 
to redistribute income have been used as fully as possible; for, as argued 
above, reliance on public works whose direct usefulness and “value” to the 
public is uncertain has no merits over consumption expenditures so far as 
maintaining public confidence is concerned. Even if there are sufficient proj- 
ects of a suitable nature, there is no justification for a rigid rule against the 
expenditure of borrowed money on consumption or the stimulation of con- 
sumption. The only argument that has been advanced in this connection is 
the need to retain public confidence in the program; there is no suggestion 
that the public will refuse to sanction any consumption payments at all from 
borrowed funds, but only that the limits to such measures are narrower than 
the limits to expenditure on public works. What can properly be said, and 
what is really significant, is that the extent to which use will be made of 
expenditures on public works instead of on consumption, and the extent to 
which these expenditures will be financed by borrowing rather than by taxa- 
tion, are matters that must be decided on the basis of broad policy, but that 
they constitute a structure of interdependent problems to be solved together 
rather than a series of independent problems which can be solved individ- 
ually. In reaching these policy decisions the desirability of increased con- 
sumption by certain elements of the population, the desirability of an in- 
crease in the consumption of certain things (such as better housing), the 
desirability of various public projects, the probable attitude of the lending 
public to the whole program, and many other factors would enter. There is 
nothing in these considerations to weaken the proposition made in the pre- 
ceding section, namely that, so far as possible or effective, income redistribu- 
tion should be used as the means of eliminating oversaving. 

ALEx N. McLeop* 
_*The author is an economist employed by the Department of Finance at Ottawa, 
Canada The opinions expressed are, of course, his own views and not necessarily those 
the Department of Finance. 


nat some reduction even of inequalities arising out of incentive differentials would in- 
crease the national income by reducing oversaving, and yet any possible tax designed to 
nieve that purpose might reduce the national income instead. The explanation of these 
paradoxes is that taxation must be imposed by statutes having general application, and 
) 8 too coarse an instrument for many of the nice distinctions of economic theory. For 
example, it would be extremely difficult in practice to devise an administratively feasible 
‘ax that would impinge solely on pure rent, though this is a comparatively simple eco- 
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A Formula for Social Insurance Financing 


Recent proposals for post-war taxation have failed to deal effectively 
with the problem of social insurance financing. In a recent review of the 
proposals advanced by the Twin Cities Research Bureau, by the Research 
Committee of the Committee for Economic Development, and by Beardsley 
Ruml and H. Chr. Sonne, Professor Shoup said: “Altogether, the pay-rol 
tax recommendations, or the absence of them, are probably the weakest pari 
of all three reports. It is difficult to see how the social security program cay 
be considered in isolation from the rest of the government’s finances, if the 
aim is to consider the impact of those finances on the economy as a whole.” 

The problem of social insurance financing, in the past, has arouse; 
considerable controversy. The failure of recent writers on the subject of ta 
policy to deal with this problem may be due to their reluctance to wrestle 
with the complex independent issues posed by taxation for social insurance 

Some have argued that, to guarantee the payment of social insurance 
benefits as a matter of right, it is essential that the program be financed 
through an earmarked tax source, the base of which is related to the incom 
or earnings base of the benefits; and that the tax source for the program be 
sufficient—without supplementation—to meet the entire benefit costs, pres. 
ent and prospective. Such a pattern of financing was adopted in the Social 
Security act of 1935 for the old-age benefit and unemployment compensa. 
tion programs. Since 1935, the general financial framework has remained 
largely unaltered, although tax rates have been modified and some provi- 
sion has been made for supplementing pay-roll tax receipts. Nevertheless, 
it is anticipated that the yields of the pay-roll taxes will be sufficient, at least 
for some time to come, to finance the entire cost of the program. 

Repeated “freezing” of pay-roll tax rates for old-age and survivors in- 
surance at one per cent each on employers and employees, in the face oi 
estimated level premium costs for the program of between 4 and 7 per cent, 
led in 1944 to the adoption of an amendment to the Social Security act 
authorizing an appropriation to the federal old-age and survivors insurance 
trust fund from general funds. In the Congressional discussion, however, it 
was emphasized by Senator Vandenberg that the amendment “carries with 
it no implication that any additional sums are necessary now or in the 
foreseeable future.”” 

Effective tax rates for unemployment benefit financing have been reduced 
through the widespread use of experience rating by the states. By 1% 
the average tax rate on employers for this program for the nation as a whole 
had dropped from the basic rate of 2.7 per cent to about 2.0 per cent. ln 
states with experience rating, the average state-wide effective tax rit 
was substantially below 2.0 per cent, and in a number of states it was |. 
per cent or less. The average nation-wide tax rate would have been still lowe! 


*Carl Shoup, “Three Plans for Post-War Taxation,” Am. Econ, Rev., Vol. 34, No. 4 
(Dec., 1944), p. 770. 


* Congressional Record, January 19, 1944, p. 374. 
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had not 10 states enacted special “war-risk” provisions in 1943, requiring 
extra contributions from firms which had expanded during the war, or—in 
ne state—from all employers. As a consequence of lowered rates, more than 
ne billion dollars has been lost in contributions which otherwise would have 
been added to reserves to help in meeting prospective outlays for unemploy- 
ment benefits at the war’s end and thereafter. Despite rate reductions, how- 
ever, it is generally expected that state balances in the unemployment trust 
und, augmented by current tax collections for this program, will be ample 
support the benefit loads under existing benefit provisions without recourse 
to supplementation. There is a further bulwark in the provision for federal 
loans to any state unable to meet its benefit obligations in the reconversion 
period.® 
' The financial provisions of the Wagner-Murray-Dingell bill of 1943 were 
largely patterned on the finances of the present programs.‘ This bill pro- 
vided for liberalization of present benefit provisions, extension of coverage 
to groups now excluded, and broadening the scope of the social insurances to 
include permanent and temporary disability benefits and medical care and 
hospitalization services. It called for a 12 per cent’ pay-roll tax, divided 
equally between employers and employees, and a 7 per cent tax on the 
earnings of the self-employed. These rates presumably were set with a view 
providing the amounts which would be needed to finance the benefit 
and administrative costs in the decade or two ahead under varying economic 
nditions, and in addition, to build up a contingency reserve for the cur- 
rent-risk protections and a partial earnings reserve for the rising old-age 
and permanent disability benefits. While the bill authorized an appro- 
priation from general funds to help in financing the costs, any government 
ntribution would presumably be delayed for some years until it was 
needed to supplement resources built up from the pay-roll taxes.® 
The system of pay-roll taxes and social insurance reserves has been se- 
verely criticized by some because of its deflationary effects. Its opponents 
point out that before the war it led to a substantial curtailment of consumer 
spending and thus aggravated the problems of underemployment. They argue 
that unless the method of social insurance financing is drastically revised— 
as applied to the present programs, to the comprehensive social insurance pro- 
grams recommended by the Social Security Board, or to those proposed in 
he 1943 Wagner-Murray-Dingell bill—it will be a serious stumbling block 
in the way to full employment after the war if deflationary forces tend to 
predominate. Accordingly, they propose that the system of social insurance 
inancing be brought into line with general economic and fiscal requirements 
of the economy. To assure parallel general fiscal and social insurance financing 


policies, they urge that the costs of the insurance program be met as far 
as possible from general revenues. 


In any modification of the financial provisions of the present or proposed 


Public Law, No. 458, 78th Cong., approved October 3, 1944. 
1161, 78th Cong., 1st sess., June 3, 1943. 


, ngressional Record, June 3, 1943, speech of Robert F. Wagner on the Wagner- 
‘urray-Dingell Bill—S, 1161. 
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social insurance programs, however, account must be taken of the essentig} 
features of these programs. A social insurance system by definition is a cop. 
tributory system under which those protected against the economic risks 
covered, or their employers on their behalf, participate in financing the costs 
of benefits provided. While it is possible to design a system of social security 
protection which could be financed wholly out of general tax funds, there 
are compelling arguments for retaining the contributory social insurance ap 
proach. 

In the first place, the contributions paid by, or on behalf of, insured 
individuals under a contributory system of social security provide an assyr. 
ance that the statutory benefits will be paid, regardless of current economic 
conditions. In contrast, under a social security system financed wholly out of 
general tax funds, there is always the danger that benefit amounts may be 
reduced and rigid disqualification provisions introduced, when tax revenues 
decline as a result of unfavorable economic developments. 

A contributory system has the further advantage of providing benefit 
payments to insured persons as a matter of right and thus frees the social 
security programs from the undesirable features of public charity. Moreover, 
the contributory method permits the payment of benefits to all eligible 
persons without regard to other resources at their disposal. This enables 
persons whose income ceases or is interrupted to maintain their standard 
of living nearer its previous level than would be possible under a system 
of public assistance where financial help generally comes only as a last 
resort after other resources have been exhausted, In view of the difficulty 
of reéstablishing a standard of living that has once been broken, this advan- 
tage of the contributory method is of considerable importance. 

In addition, the contributory method provides both a justification and a 
basis for adjusting benefit amounts to the previous level of earnings of in- 
sured workers. The resultant variations in benefit amounts take account oj 
the wide differences in family income and in standards and costs of living 
Similar variations of benefits would raise complex administrative and other 
problems if the system were financed wholly from general tax funds. 

Finally, a social security system which requires contributions from or o 
behalf of insured persons provides a basis and an incentive for participation 
on the part of the insured groups in the formulation, administration, and 
further development of the programs. 

Within the context of the social insurance approach, however, the financid 
provisions of the social insurance system may be designed to bring it 
economic effects in line with the general requirements of the economy 4s 4 
whole. A formula for financing a unified, comprehensive system of social i 
surance is presented here in a tentative form to encourage further discussion 
and analysis. It is proposed that the social insurance program be financed 
in such a way that at full, or high-level, employment the combined effect 
pay-roll taxes and benefits, on consumption, would be neutral, To achieve 
this, the pay-roll tax rate would have to be such that at full employment tie 
restrictive effect of the taxes would be balanced by the stimulating efiect 
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yf the social insurance benefits. At levels below full employment, the same 
tax rate and the augmented benefit disbursements would have, on balance, 
q stimulating effect on consumer demand. 

This formula is a compromise between more extreme positions. It seeks to 
retain the advantages of the contributory social insurance approach. It keeps 
the social insurance budget distinct from other federal finances. Pay-roll taxes 
on workers in employments covered under the programs, and on their em- 
ployers, are retained as earmarked tax sources. Some reserve accumulations 
are provided, but the amount of future additions to reserves would be con- 
siderably lower than if the taxes under the 1943 Wagner-Murray-Dingell 
bill, for example, were adopted. At the same time, however, the social in- 
surance program, in its effect on the economy as a whole, would complement 
rather than work at cross purposes with fiscal and other measures designed 
to achieve a high level of income and employment after the war. 

The Committee for Economic Development and the Ruml-Sonne pro- 
posals on financing social insurance, while generally vague and indefinite, 
s appear also to be directed at removing the deterrents to a high level of 
consumption which result from reserve accumulations for social insurance. 
The Ruml-Sonne recommendation on unemployment compensation taxes is 
fairly definite in its intent that the benefit-tax provisions be neutral in their 
effect on consumption only at high employment, have a stimulating effect 
at lower levels, and a deterring effect at higher levels. They recommend 
that the rates of the unemployment taxes “should be set to produce income 
to balance outgo at high employment and reserves should accumulate only 
after we have reached high levels of employment and production. . . .””* 

The Ruml-Sonne scheme does not lend itself to the present unemployment 
compensation program, because the program is now operated as so many 
separate programs by the states and because of the conflict between the pro- 
posal and experience rating now in effect in all but six states. It could, how- 
ever, be adapted to a comprehensive federal social insurance program. Rein- 
terpreted in the context of the social security provisions outlined in the 
1943 Wagner-Murray-Dingell bill, the Ruml-Sonne plan would call, for the 
near future, for approximately a 5 to 7 per cent tax rate, the exact rate 
depending upon total benefit outlays and the level of taxable earnings. At a 
5 to 7 per cent rate the budget for social insurance would be in approximate 
balance at high employment in the next decade. As the outlays for old-age 
and permanent disability benefits increase with the rise in the aged popula- 
tion and in the number of persons eligible for benefits, the rate would have 
to be raised. 

Although Ruml and Sonne do not say so explicitly, their proposal assumes 
that social insurance taxes result in a direct reduction of consumption equiva- 
ent to the full amount of taxes collected. Analysis of the distribution of em- 
ployer and employee contributions among income classes indicates, however, 
‘hat this tacit assumption is substantially invalid. In 1941, total pay-roll taxes 


‘ Beardsley Ruml, and H. Chr. Sonne, Fiscal and Monetary Policy (Washington, Nat. 
‘lanning Assoc., 1944, pamph. no. 35), p. 10. 
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of somewhat over 2 billion dollars collected for the present programs may 
have reduced demand for consumer goods by about 1.5 billions.” In othe 
words, for every dollar of social insurance contributions, spending may haye 
been reduced by about 75 cents, while the remaining 25 cents may have 
represented a reduction of private saving. Social insurance benefits, on the 
other hand, may reasonably be assumed to be spent in almost their entirety 
because they are paid only to those who suffer a loss of earnings and com. 
pensate for only a part of the earnings lost. Accordingly, in 1941 the effects 
on consumption of the benefits on the one hand and of taxes on the other 
could have been balanced if $1.33 instead of more than $4.50 had been 
collected in taxes for every $1.00 of benefits disbursed. 

We have estimated that in a post-war year, with a gross national product 
of about 200 billion dollars, the effects of social insurance taxes and benefits 
on consumption would be neutral under the 1943 Wagner-Murray-Dingel 
bill if approximately $1.25 were collected in taxes for every $1.00 of benefits. 
A lower balance-ratio of taxes to benefits is estimated for a post-war year 
than for 1941 because of differences in coverage between the present pro- 
grams and the program contemplated under the 1943 Wagner-Murray-Dingell 
bill, particularly because of the proposed extension of coverage to farmers, 
agricultural workers and domestic workers, and because of the increased 
propensity to consume of families in each income class—an increase which 
accompanies the assumed higher cost of living. We have estimated that 
a combined pay-roll tax on employers and employees of 7 to 9 per cent 
would achieve this balance in the immediate years ahead at the 200-billion- 
dollar gross national product level. The social insurance budget in terms 


*“Social Insurance Benefits and Contributions in Relation to Family Income, 1941,” 
Social Security Board, Bureau of Research and Statistics Memorandum No. 59. In this 
analysis it was indicated that the maximum reduction in consumption results if it is 
assumed that pay-roll taxes on employers are shifted forward to consumers in their 
entirety. If the incidence of the employer tax were assumed to be either on ‘wage earners 
or partly on profits, a lower proportion of the tax would come out of consumption anda 
somewhat higher proportion of reserve accumulation would be offset by reductions i 
other savings. 

* This ratio is based on an analysis supplementing the study cited in footnote 7, which 
adapts the methodology and assumptions used therein to the provisions of the Wagner- 
Murray-Dingell bill and to a 200-billion-dollar gross national product level. In summary 
the ratio was arrived at by the following method. An estimate was made of the con. 
tributions which would be paid directly or indirectly by each income class under the bil 
The distribution of employee contributions was based on the estimated distribution of 
taxable earnings by income class, while employer contributions paid indirectly by ea 
income class were estimated on the basis of consumer expenditures by income clas 
Aggregate contributions thus estimated for each income class were allocated betwee 
spending and saving in accordance with the estimated marginal propensity to consume 
of each class derived from the relationship between consumer expenditures and income 
after personal direct taxes. This analysis indicated that approximately 80 per cent 0 
total contributions would be paid out of funds otherwise used for consumer expenditures 
or stated somewhat differently, that each $1.25 of contributions would reduce consump 
tion by about $1.00. The distribution of benefits by income class was next estimattt 
on the basis of past studies of income status of beneficiaries, incidence of economic risk bY 
income groups, and other data; these estimates indicated that, for the benefit syst 
as a whole, $1.00 of benefits would increase consumption by about an equivalent amout! 
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lay dollar outlays and dollar collections, with a 200-billion-dollar gross na- 
her jonal product, would be balanced with a rate of approximately 5 to 7 per 
ave sent. Hence, there would be a margin of about 2 per cent for reserve ac- 
ave cumulation at full employment. In terms of our analysis, this margin would 
the lerive from potential savings and not from current consumption. 
ety If, as has been suggested in the formula presented above, the rate were 
mn. set to achieve a balancing effect on consumption at full employment, the 
Cts social insurance programs would stimulate consumption at lower levels of 
her employment. Characteristically, social insurance disbursements rise as em- 
pen ployment falls off and pay-roll tax collections drop simultaneously. Accord- 
ingly, the volume of consumer demand released by the program would be 
uct expected to expand as employment declined and the program as a whole 
fits would work toward regaining a higher level of employment. 
Mall While the formula would go far toward meeting the basic economic 
ts criticisms of present methods of social insurance financing, it is only a step 
ear Me in the direction of maximizing the potentially expansionary effects of the 
r0- social insurance disbursements on the volume of consumption. If the con- 
pe] tribution rate is kept below the rate determined by the formula, or the 
ets, Me base on which the contributions are calculated is modified so that a lesser 
sed i proportion of these contributions would be a potential drain on consumption, 
ich the social insurance disbursements could have a substantially greater stimu- 
hat lating effect on the demand for consumer goods and services. Modifications 
ent in these directions could make the social insurance program a better financial 
on- tool to aid in achieving and in maintaining full employment. If the social 
Ms insurance approach is to be maintained, however, some contribution from 


or on  behalt of insured persons must be retained as an integral part of the 


‘Nor does the formula assure that the program will be wholly self-supporting. 
heir If disbursements over a cycle in the next decade or so ahead averaged more 
than 7 to 9 per cent of taxable earnings, or if disbursements were high at the 
utset, a contribution from general funds (or from some specified tax source) 
would have to be mace to underwrite the difference between social insurance 
‘ disbursements and pay-roll tax collections.?® 
net Moreover, additional funds would be required to finance the secular rise 
a} in old-age and permanent disability costs. These additional funds could be 
raised by increasing the pay-roll tax rate periodically to parallel the secular 
increase in benefit outlays, using again as a bench-mark for the rate deter- 
mination a balance of the effects of the program on consumption at full 
employment. 


"It is outside the scope of the present note to examine and analyze the factors which 


nter into determination of the minimum rates of contribution necessary for maintenance 
I the social insurance approach. 


mp ~ Alternatively, reserves already accumulated might be drawn upon to finance excess 
acd rsements. Whether the excess is met by reserve withdrawals, taxation, or borrowing, 
+ by wever, the specific sources used must be selected with a view to minimizing any. re- 
ten ns tive influence on consumption if the expansionary effect of the formula at less than 


A employ /yment is not to be offset in part, or in its entirety. 
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The secular increase in costs also could be met by a government contriby. 
tion to the program—a government contribution which would rise with the 
increasing disbursements. A contribution toward the program out of general 
tax funds has been accepted in principle as an integral part of social insurance 
financing. Most countries which have established social insurance systems 
have assessed the community as a whole for a part of the cost of these 
programs. Such a contribution from general funds has been urged for the 
present social insurance programs since their beginning. The plan for {- 
nancing the old-age benefits submitted to the President by the Committee 
on Economic Security in 1935, the group largely responsible for the formula- 
tion of the Social Security act of 1935, made provision for a government 
contribution, As indicated earlier, an appropriation from general funds to 
the present old-age and survivors insurance program was authorized in the 
Revenue act of 1943, and a similar appropriation provision was included in 
the 1943 Wagner-Murray-Dingell bill. Appropriate selection of sources used 
to finance a government contribution would enhance the beneficial long-run 
effects of the social insurance program on consumption. 

S. J. MusHxin* 
ANNE DE ScitovzxKyt+ 


*;+ The opinions expressed are those of the writers, and do not necessarily represent the 
official views of the Social Security Board, where they are employed. 


The Field of Labor Economics: A Review 


I 


The Millis-Montgomery trilogy’ is now complete. The recent publication 
of the third volume has been the occasion of much satisfaction and rejoicing 
among the numerous students whose lives have been influenced by the 
authors as teachers and among the many instructors whose work has been 
benefited by use of the first two volumes. It can truly be said that The 
Economics of Labor is a fitting monument to the outstanding accomplish- 
ments and contributions of the authors, particularly the senior member oi 
the firm, in the field of labor relations and labor economics. 

The three-volume work, together with the previously published volume 
on collective bargaining? directed and edited by Millis, provides relatively 
complete coverage of all important labor topics and issues. The authors say, 
in the Preface to Volume I, that “it is probably true that the volumes do not, 
separately or together, constitute ‘texts’ or a ‘text’ in the conventional usage 
of the word.” This statement may have been true when written. Before wat 
developments highlighted the importance of labor matters as never before, 


*The Economics of Labor, Vol. I: Labor’s Progress and Some Basic Labor Problems; 
Vol. Il: Labor’s Risks and Social Insurance; Vol. Il]: Organized Labor. By Harry A 
Millis and Royal E. Montgomery. (New York: McGraw-Hill. 1938; 1938; 1945. Pp. xv 
584; xxii, 453; xiii, 930. $3.75; $3; $6.) 

* How Collective Bargaining Works. By Harry A. Millis and others. (New York: Twet- 
tieth Century Fund. 1942. Pp. xxviii, 986. $4.00.) 
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‘he usual one- or two-semester college labor course needed a shorter, less 
exhaustive treatise, and the volumes were more properly usable for reference 
nd perhaps for graduate study, But it is to be doubted that the statement 
is true in 1945 and 1946. Colleges and universities are expanding their under- 
sraduate and graduate labor work to three, four, five, and more semesters. 
Many of them are establishing schools of industrial or labor relations, with 
every evidence of permanence. Labor has been on the march, and higher as 
well as lower education is trying to keep pace with it. 

In this setting, therefore, the appearance of these books affords an oppor- 
tunity not only for appraising them in terms of adequacy for teaching but 
also for appraising our other educational resources for the teaching of labor 
economics and labor relations. 


II 


Appraisals can be properly made only in terms of explicitly specified 
standards. Therefore, before the appraisals mentioned above are undertaken, 
it is necessary that certain criteria for judging the adequacy of labor textbooks 
s and of labor education be set forth. 

A good labor textbook and course or group of courses should, in the first 
place, be complete and comprehensive, in two senses. It should cover all the 
items of major labor importance, and it should, within the limits of space 
and time imposed by a course of one, two, or more semesters, present all the 

able data relevant to an understanding and analysis of the major items. 
These items are the several “problems” of labor; the efforts of employees 
through self-organization to adjust the problems; the efforts of employers 
to meet the problems; the relations between organized labor and employers 
in these efforts; and the approach of government to the problems. 

Second, the material should be not just descriptive but also and primarily 
analytical. No teacher worthy of the name is content to have his students 
merely memorize large amounts of factual material; at examination time and 
alter graduation there will never be anything but the mental regurgitation 
of large, undigested factual curds. The need for analysis is evident in all 
discussions of relations between employers and unions, but the need is 
particularly acute with respect to discussions involving economic theory.’ 
Every labor “problem” exists in a frame of reference determined by economic 
as well as other forces. Every effort and every proposal to “solve” a labor 
problem requires appraisal in economic terms and with the use of economic- 
analytical methods. 

A third and related requirement is that of integration. Every labor textbook 
and course can and should have a unifying central theme (or group of 


"The fact that “price” economists have looked down their noses at teachers of labor 
s is almost entirely the fault of the latter. The ranks of labor teachers have con- 
too many soviologists, political scientists, and historians whose education, if any, 
the use of the tools of economic analysis has been distressingly inadequate, and it is 
leeble defense at best for such teachers to accuse the price economist of ivory-towerism 


and devotion to impractical theory. The same thing is true of some labor textbook 
writers, 


al 

le 
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themes) that gives greatly added meaning to the factual material and t 
its analysis. Unrelated, uncodrdinated, unsynthesized facts are intellectya) 
dirt. 

This necessary integration is of two sorts. There should be an interna) 
consistency of material, and there should be an integration of material with 
general social, political, and economic developments. 

Fourth, a labor textbook or course must, if it is to hold the interest of 
unmatured minds, contain what such minds would call “practical stuff.” 
The range here is wide and includes everything from stories of strikes and 
examples of restriction of output by unions to visits to industrial plants and 
union meetings and the holding of labor relations “clinics” or “institutes,” 

Fifth, there should be the stimulus to do further reading and to d& 
research. Although this is mainly a matter for the teacher, the textbook 
writer can contribute by suggesting needed fields for exploration. Research 
in labor economics and labor relations is possible because labor courses are 
normally for advanced students, and research is a paramount necessity 
because so little true research has been done and so much remains to be 
done. How much actually is known about how collective bargaining operates, 
about what produces successful programs of labor relations? The answer 
is that knowledge of these things now is almost as unsystematized as was 
knowelge of medical matters a century or less ago. The teaching of the 
practice of medicine went hand in hand with the development of a systematic 
body of medical fact and theory through research.‘ 

Sixth, it goes almost without saying that method of presentation is 
important. Untidy organization and dull, ponderous style is a tremendous 
handicap to any textbook of course, no matter what its other virtues. No 
field offers more opportunities for experimentation in teaching method, in- 
cluding the use of visual aids, than does labor. 


Ill 


Judged by these standards as textbook (or as an all-round reference work), 
The Economics of Labor® stands very high. In many respects it is the best 
available. On almost any given topic no other book possesses such a wealth 


*I am indebted for this analogy to George W. Taylor, Chairman of the National Wa 
Labor Board. 

° Volume I deals with the following topics: the usual historical-background introduction 
the problem of wages and income, including a full discussion of wage theory; women in 
industry; child labor; and the problem of hours or work. In this volume, as in the other 
two, the governmental approach to the problems is handled immediately following the dis- 
cussion of each, in contrast to the method, employed in certain other textbooks, of re- 
serving to a final part or section the treatment of the governmental approach to all the 
problems. 

Volume II is concerned with a detailed discussion of unemployment, industrial acd- 
dents, sickness and non-industrial accidents, superannuation, and the state’s efforts 
meet these problems. 

Volume III discusses the history of the American labor movement; the organizational 
structure and internal government of unions; the theory of collective bargaining; the ec- 
nomic policies and practices of unions; the development and present status of the common 
and the statutory law on unionism; company unionism; and methods of settling labor 
disputes. 
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of carefully screened material. Practically every page bears evidence of the 
authors’ mature and thorough scholarship. From the standpoint of complete- 
ess in the larger sense, however, there are several regrettable and important 
omissions or near-omissions. Thus, there is little or no discussion of such 
economically weak groups as Negro workers. There is only incidental treat- 
ment of problems from the employer’s point of view. Union political action 

s handled only & as a part of union history; there is no satisfactory separate 
tive bargaining as an institution distinct from (although inseparably bound 
up with) unionism and employerism as such is not discussed except cursorily 
and in passing. 

Of these omissions the last-stated one is by far the most serious. Labor 
relations are among the very most important matters in America today. 
Satisfactory relations are essential to the preservation of political democracy. 
In the end unionism and employerism have meaning only in terms of union- 

ployer relations. Yet this book fails to spotlight the problem.*® 

Fortunately this omission is made up in large degree by the other Millis 
book, the one on collective bargaining, in which after a brief description of 
the nature of the bargaining process, the pattern’ of labor relations is 
described in more or less detail for some twenty industries by sixteen author- 
pecialists. 

With respect to the analytical and integration criteria, these books are, 
t least in comparison with other textbooks in the field, to be highly regarded. 
The analyses in both labor economics and labor relations, particularly the 
latter, do not at times seem to be sufficiently penetrating and sufficiently 
voven into the whole fabric of the writing. Some of the important economic 
theory, for example, is to be found in footnotes. Again, there is little resort 

) such theory in discussing such matters as government wage regulations.* 
Nevertheless, as in the discussion of wages and unemployment and of union 

In a sense this failure illustrates a certain lack of up-to-dateness evident at various 
ther places in Volume III and arising no doubt out of the necessities of manuscript 

n due to publication delay. See, for example, the discussion of the “standard 
rate,” pp. 390 f. 

"The general outline followed by most of these studies includes discussion of the eco- 

mics of the industry; the history, structure, and functions of unions and of employers’ 

anizations; the development of collective relations through strikes and agreements; 
analysis of issues and their settlement; and appraisal of bargaining in terms of industrial 
eace ind coéperation, grievance machinery, wage-hour trends, security provisions, and 
mployers’ cost-competitive positions. 

’ There is, in fact, no labor textbook which satisfactorily employs and integrates the 

of economic analysis in its discussions, The best thing thus far in this respect is 
\. Lester's Economics of Labor (Macmillan, 1941), and labor teachers and writers are 
atly in his debt. But Lester, after berating his competitors in front of his textbook 
lence (see pp. 247, 360) and beating his chest while shrilly promising to synthesize 
és, Robertson, Robinson, and Chamberlin, misses the trapeze in midair and is fortu- 
ate to land in the safety net of confusion. 

Although not a textbook, J. T. Dunlop’s little boiler, Wage Determination under Trade 
nions (Macmillan, 1944), will also prove suggestive to the growing number of teachers 


and write 


, ers who are striving to place labor economics in its proper position with the rest 
the sheers ly. Ss. E. Harris’s Economics of Social Security (McGraw-Hill, 1941) provides 
another example of what to include and how not to include it. 


ai 

aj 

nt 

re } 
ie 

ar 

aS 


656 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


wage policy, there is a well-balanced treatment of theory and there are 
frequent cross references to the review of wage theory in Volume I, 

The volumes contain enough illustrative material to satisfy the most 
“practical minded.” The serious student, moreover, will lack no inspiration 
in the matter of secondary and primary research, for, as already indicated, 
the authors have marshaled an imposing array of the results of the labor 
researches done by outstanding persons and organizations. The skillful 
teacher will find many unanswered questions which cry for investigation. 

The organization and style are adequate. The writing is just a bit on the 
dull side but not obtrusively so. There is a noteworthy lack of graphic 
presentation of facts. 


IV 


Any college teacher who might wish to “adopt” these four volumes as a 
basic textbook would need at least four semesters to do justice to them. This 
raises the question of the amount of time properly and fairly to be allotted 
to the teaching of labor courses. Before the war the ordinary college offered 
a single labor course of one or two semesters. Obviously a student could have 
gained only a superficial acquaintance with the field after such a limited 
exposure. But there are many other demands on classroom and study time. 
Therefore the question really comes to this: On the assumption that the 
teaching is to be done by persons who are entirely competent as pedagogues 
and economists, is the study of labor economics and labor relations sufficiently 
important relative to the importance of other studies to warrant the use o/ 
more than one or two semesters? 

The answer to this question depends of course on the answerer’s set of 
values. The events, international and intranational, of the past fifteen years 
have convinced at least labor economists that four semesters is a minimum 
and that six are to be preferred. There should be no valid objection to 
either program if the courses are elective rather than required. The four- 
semester program would doubtless be arranged as follows: (1) the problems 
of labor; (2) unionism; (3) employerism and collective bargaining; (4) the 
government and labor. The six-semester program might include (1) the 
problems of labor; (2) unionism; (3) employerism; (4) labor relations; 
(5) labor relations and the government; (6) protective labor legislation and 
social insurance. 

At this point the question properly arises, if economic theory is to be 
integrated in labor courses (or, to state it differently, if labor courses and 
labor teaching are to be appropriately integrated into a whole, well-balanced 
curriculum in economics), should there not be additional courses in labor 
economics, especially because of organized labor’s growing preoccupation 
with the problem of “full employment,” a subject which inevitably involves 
major portions of the contents of various “non-labor” economics courses, such 
as public finance, social control of business, money and banking, and inter- 
national trade? In approaching this matter from the given premises and facts 
many economists would say that the truly proper question is, Why have 5° 
many specialized labor courses? 

In my judgment, the answer to either of these questions is not difficult 
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to obtain. In any well-rounded economics curriculum there are necessarily 
, several fields of specialization. In each of these specializations there is content 
peculiar to the specialization and there is content leading to matters that are 
R common to all economics. (Indeed, there is content common to most of if 
; not all fields of knowledge.) So with the specialization in labor: Much of 
4, 


the material on unionism, labor relations, and social insurance is highly 
specialized and not immediately or directly related to the general field of 
y economics; but the most important material is inevitably and inextricably 
bound up with general economics. This being so, it follows that a student 
or a teacher cannot be a “labor” economist merely by knowing and under- 
standing general economics, and it follows further that he cannot deserve 
the appellation “economist” merely by knowing and understanding the 
content peculiar to the labor specialization. Both are essential, and both 
4 are possible when there is a labor specialization in the curriculum. 

That there will be labor specializations, at least in university curricula, 
4 js not to be doubted. Labor courses are rapidly coming of age. The post-war 
d planning of many schools has already found realization in the appropriation 
e of sizeable public or private funds for the establishment of comprehensive 
; labor curricula, The rash of university “schools of industrial relations” 
. promises to reach epidemic proportions. 


e All this is highly satisfying to labor economists and to all who are 
: interested in the development of knowledge and understanding in the field 
y of labor relations. But already certain tendencies are evident which make 


f one fear that the growth may be mushroom and unsound rather than healthy 
and solid. Professional integrity in labor teaching and research is threatened 
where the schools’ funds are appropriated by legislatures dominated by union 


or employer groups. Too many of the tentatively announced curricula and 
’ programs (which include the expected labor relations “clinics” or “institutes’’) 
indicate a depressing lack of interest in or understanding of the vital need 


for plenty of economic analysis through integrating courses in practical 
| theory. And research,® as an essential catalytic and synthesizing agent, is 
; all too rarely mentioned, much less planned for. 
An awareness of these dangers and the will to avoid them can make college 
and university education in labor something to regard with pride among the 
positive achievements of democratic America. And attainment of both the 
awareness and the will should be made easier by due regard for the example 
set by the authors of The Economics of Labor. 
CaRROLL R. DAUGHERTY* 


"Labor research clearly goes far beyond the superficial collection, tabulation, and pre- 

sentation of information on various aspects of company personnel programs as con- 

ducted by some of the “industrial relations sections” connected with certain universities. 

Labor research should represent the spirit and method of scientific inquiry applied pene- 

tratingly and persistently to the complexities and subtleties of human-economic rela- 
ships in industry. 

*The author, who is on leave from the chairmanship of the economics department at 
Hunter College, was wage stabilization director of the National War Labor Board from 
October, 1942, to July, 1945, and is now in New Zealand as head of the Lend-Lease 
Mission and as economic advisor to the United States Minister to that country. He has 
Specialized in teaching and writing in the fields of labor economics and labor relations. 
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Messrs. Mosak and Salant on Wartime Inflation: A Rejoinder 


In an article in the December, 1944, issue of the Review’ Messrs. Jacob I. 
Mosak and Walter S. Salant criticized my discussion of the inflationary gap 
in an earlier issue of the Review.? I would like to make the following com. 
ments on their criticism of my analysis and the alternative set of relationship; 
affecting the price level which they offer. It is necessary to state these com. 
ments in a categorical manner without submitting the evidence which sup- 
ports them, since the Editor of the Review has requested me to limit them 
to a brief rejoinder. 

1. Messrs. Mosak and Salant attempt to restate in their own language, in a 
series of seven propositions, the assumptions involved in my analysis of the 
pressure on prices in wartime. Not one of these statements is an accurate 
presentation of my position—in some the distortion is slight and makes no 
significant difference in the reasoning, but two (items 3 and 4) are so stated 
as to conceal important steps in my chain of reasoning, and one of these 
contradicts explicit statements in my article. 

2. With respect to the efficacy of price and related controls, Messrs. Mosak 
and Salant confuse the issue by failing to distinguish between (a) control of 
retail prices, to which my analysis was pertinent, and (b) controls over prices 
of basic materials, wages, and profits involved in control over prices charged 
for goods purchased by the government, which were assumed as part of the 
setting of the problem to which my article was devoted. I explicitly stated 
that controls over prices paid by government were excluded from the scope of 
my discussion. 

3. Messrs. Mosak and Salant object to my conclusion that the pre-war 
consumer expenditure-income relationship has been upset by wartime condi- 
tions other than the influence of bond drives, rationing and retail price con- 
trol, primarily on the ground that I used a proportional relationship in ana- 
lyzing the pre-war data for aggregate consumer expenditure and aggregate 
disposable income. This criticism of my analysis may be accepted as valid; 
a linear relationship, without the assumption of proportionality, is a better 
fit. However, the departure from proportionality is so small that it does not 
significantly affect my argument or my conclusions. Also, Messrs. Mosak and 
Salant ignore the effect of change in the inequality of income distribution 
upon the relationship of the aggregate figures, and the probability that war- 
time taxation has so altered the inequality of income distribution as to produce 
a tendency in the direction of proportionality between aggregate consumer ex 
penditure and aggregate disposable income. 

4. Messrs. Mosak and Salant claim that the data I examined do not war- 
rant the conclusion I drew with respect to stability of the relationship between 
the cash balances of individuals and their expenditures for taxes and con- 


*“Income, Money and Prices in Wartime,” Am. Econ. Rev., Vol. XXXIV, No. 4 
(Dec., 1944), pp. 828-39. 

?“Monetary Expansion and the Inflationary Gap,” Am. Econ. Rev., Vol. XXXIV 
No. 2 (June, 1944), pp. 303-27. 
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sumers’ goods and services, Their objection to my conclusion is based on the 
unjustifiable statistical procedure of fitting a linear line of regression to 
data with a significant trend without either (a) treating time as a third 
variable, or (b) investigating the factors responsible for the appearance of the 
trend and taking in an appropriate variable or variables. They also ignore 
(a) the nature of the errors inherent in the estimates of cash balances of 
individuals, which are such (i.e., errors which tend to be offset in the preced- 
ing or succeeding year) as to produce a considerable scatter around a line of 
regression even though the line of regression were a perfect fit to the actual 
facts, and (b) the light which other data (e.g., ratio of consumers’ expendi- 
tures to the cash balances of business and individuals) throw on the proba- 
bility that the observed scatter is primarily of this character. 

5. Messrs. Mosak and Salant suggest an alternative “determinate system”’ 
of relationships, in two versions, regarding the level of prices in wartime 
without direct governmental control. One of these versions makes use of im- 
portant assumptions which are identical with those underlying my former 
article and for which they criticize me. The other version is of such a char- 
acter that, if correct, and if (a) individuals had maintained the pre-war re- 
lationship between aggregate disposable income and aggregate consumer 
expenditure, as Messrs. Mosak and Salant insist they would have done with- 
out direct governmental controls; (b) the government had abolished or re- 
duced taxes to a very low level thus meeting almost all of its expenditures 
by borrowing (from the banking system to the extent that the government 
deficit exceeded the volume of savings indicated by the pre-war relation of 
consumer expenditure to gross national product); and (c) the proportion of 
the national product taken by government was that which in fact occurred, 
the result would have been a gross national product worth less than zero. 

6. Neither the quantity of money nor change in that quantity appears di- 
rectly or indirectly in the Mosak-Salant determinate system. This means that 
Messrs. Mosak and Salant assume it to be of no consequence whether the 
government deficit is financed, on the one hand, wholly by printing paper 
money or selling bonds directly to the banks, or on the other hand, wholly 
by selling bonds to investors other than banks. Whether the people add 60 
billion dollars a year to their income-yielding investments or to their im- 
mediately spendable cash is in their opinion immaterial. In effect, they state 
a belief that the supply of goods affects their price, but that the supply of 
money which may be offered for goods never affects their price. They there- 
fore deny that the principle of supply and demand has any application to 
money, This position is also inherent in their criticism of my method of ap- 
praising the inflationary pressure of war-financing policies, It is a position 
which seems to me inconsistent with common sense, with recorded experience 
of past periods of inflation, with the basic tenets of economic theory, and 
with Mr. Mosak’s treatment of money in his recent book.* 

7. Messrs. Mosak and Salant apparently have neglected the nature of the 


Jacob L. Mosak, General-Equilibrium Theory in International Trade (Cowles Com- 


ussion Monograph No. 7, The Principia Press, Inc., Bloomington, Ind., 1944), pp. 37- 
54, 58-59, and 64. 
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banking system as the money-creating industry of the nation. They ignore 
both in their criticism of my analysis and in their own “determinate system,” 
the relation of variation in the quantity of money to variation in the volume 
of assets held by the banking system, the forces which normally operate tp 
prevent inflation by limiting the quantity of assets acquired by the banking 
system and the rate of such acquisition, the wartime Federal Reserve policies 
which have in effect invited the banking system to produce not only the jp. 
creased quantity of money needed to accompany increased production by 
also an unlimited additional quantity, and the response which profit-seeking 
enterprises would normally make to such an invitation to acquire income. 
earning investments at negligible cost. 
CLARK WARBURTON* 


* The author is principal economist at the Federal Deposit Insurance Corporation, Th: 
opinions expressed are personal views only. 


Revision or Reaffirmation of Marxism? A Rejoinder 


NOTE: Miss Dunayevskaya has been given the customary right to re- 
joinder; while her note may not constitute “a last word” in any other 
sense, it must be so regarded in the present round of discussion which 
followed the publication in the Review of “Teaching of Economics in 
the Soviet Union” and her original article of comment, “A New Re 
vision of Marxian Economics.”—Editor 


Professors Oscar Lange’ and Leo Rogin? and Mr. Paul A. Baran* have 
challenged my contention‘ that the recent Soviet article’ from Pod Znamenem 
Marxizma (Under the Banner of Marxism) marks a radical departure from 
orthodox Marxism. Although these economists apparently agree that the 
article is not a revision, but a reaffirmation, of Marxism, they, nevertheless, 
reach different, even directly contradictory, conclusions on the principal point 
of theory in the Soviet statement, namely, that the law of value operates 
under “socialism.” Professor Lange affirms positively that Marx “held the 
view that the theory of value applies to a socialist economy” (p. 128).° Mr. 
Baran states categorically that the law of value is a “principle ruling the 
working of a capitalistic society” and that the only consequence of trying 
to apply that notion to socialism “is to deprive the ‘law of value’ of all its 
meaning and significance” (p. 869). Professor Rogin avoids any discussion 
of the concept of value. The confusion among these learned minds suggests 
the necessity of a restatement of the law of value in its Marxian sense. 

* Cf. “Marxian Economics in the Soviet Union,” Am. Econ. Rev., Vol. XXXV, No. ! 
(Mar., 1945), pp. 127-33. 

*Cf. “Marx and Engels on Distribution in a Socialist Society,” Am. Econ. Rev., Vd 
XXXV, No. 1 (Mar., 1945), pp. 137-43. 

*Cf. “New Trends in Russian Economic Thinking,” Am. Econ. Rev., Vol. XXXIV 
No. 4 (Dec., 1944), pp. 862-71. 

*cf. “A New Revision of Marxian Economics,” Am. Econ. Rev., Vol. XXXIV, No. ! 
(Sept., 1944), pp. 531-37. 


‘Translated under the title, “Teaching of Economics in the Soviet Union,” Am. Econ 
Rev., Vol. XXXIV, No. 3 (Sept., 1944), pp. 501-30. 


* All page numbers in parentheses refer to the various issues of the American Economi 
Review in which the articles appeared, as cited above. 
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e. Professor Lange arrives at the conclusion that the law of value operates 
¥ in a socialist society through an erroneous construction of two quotations 
ne ‘rom Capital. In the first quotation, from page 90 of Volume I, where Marx 
to is describing “a community of free individuals,” he carefully refrains from 
ng any use of the word “value.” The quintessential point of that whole section on 
es “The Fetishism of Commodities” is to prove that “to stamp an object of 
D- utility as a valve is just as much a social product as language”;’ it is the 
ut language of “bougeois economy.” Hence, when Marx “by way of a change” 
ng speaks of a society other than capitalist, he uses, not the word “value” but 
e- the expression “labor time.” In the second quotation, from page 992 of 


Volume III, Marx uses the phrase “determination of value” (Wertbestim- 

mung) in the general or descriptive sense meaning evaluation and not in the 
The categoric sense of a theory or a law of value. Marx had nothing but contempt 
for those who, like A. Wagner, tried to lift the theory of value out of its 
capitalistic context and transform it into a “universal theory of value.” As 
I showed in my commentary (p. 561), he castigates “the presupposition that 
the theory of value, developed for the explanation of bourgeois society, has 
validity for the ‘socialist state of Marx.’” He reiterated time and again that 
“in the analysis of value I had in view bourgeois relations and not an applica- 
tion of this theory of value to a ‘socialist state.’”* In Anti-Diihring Engels 
stated that in a socialist society “People will be able to manage everything 
very simply without the intervention of the famous ‘value.’ ””® 


- In contrast to Marx and Engels, Professor Lange not only asserts that the 
= law of value applies to a socialist society but further stretches the meaning 
he of “law of value’’?® by saying that in its “pure form” (p. 129) Marx con- 
¥ sidered it applicable “only under conditions of ‘simple commodity produc- 


tion.’” In reality, Marx criticized Adam Smith for just that assertion. Adam 
t Smith, he explains fell into that error because he had “abstracted [the law 
the of value] from capitalistic production and precisely because of this it ap- 
Mr pears as if it were invalid.”™* Starting with the labor theory of value of 
the Smith-Ricardo, he showed that the unequal exchange between the capitalist 
i and the worker was not a “deviation” from the law, but its very basis. He 
ts transformed the classical labor theory of value into the theory of surplus 
‘ value. Value, he wrote, was a social relation of production “specifically capital- 
sts istic.”"* Marx’s theory of value is his theory of surplus value. 


Professor Lange confuses the law of value with the formation of price 


"P. 85. All references to Capital are to the Kerr edition. 


s ‘Arkhiv Marksa-Engelsa (Moskva, 1930), T. V., c. 386. Archives of Marx-Engels 
Moscow, 1930, Vol. V, p. 386). 
AV "Herr Eugen Diihring’s Revolution in Science (New York, Internat. Publishers), p. 346. 


Professor Lange’s promiscuous use of quotation marks for value and law of value, 
. where no such expression is used by Marx, seriously distorts Marx’s meaning. (Cf. particu- 
larly p. 129, Am. Econ. Rev., Vol. XXXV, No. 1.) 


= "Teorii Pribavochnoi Stoimosti (Moskva, 1932), T. ITI, ch. 3, c. 55 (Theories of 
Surplus Value (Moscow, 1932), Vol. III, Part III, p. 55.) 
sale * Arkhiv Marksa-Engelsa (Moskva, 1933) T. II (VII), c. 7. (Archives of Marx-Engels 


(Moscow, 1933), Vol. II (VII), p. 7.) 
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through a misinterpretation of the Marxian thesis that the lower the stage oj Pre 
production the more do prices reflect values; the higher the stage of produc. of lab 
tion the more do they deviate from value. He considers that if value and menta 
prices do not correspond, the law of value does not function in its “pur are ni 
form” (p. 129). Marx, on the other hand, maintained that the deviation qualit 
of price from value is not an aberration of the /aw of value but only of its analy 
manifestation; no matter how individual prices deviate from value, the sum worke 
of all prices, according to Marx, is equal to the sum of all values. The law oj econo! 
value remains dominant. to M: 
Marx treated market phenomena only as manifestations of the production create: 
relationship between capitalist and worker. The organic composition of ip. Russi 
dividual capital, as well as market competition, affects the division of profit concer 
among capitalists, but not the surplus value itself. Surplus value is a given no ne’ 
magnitude arising only from the process of production. Marx insisted tha The 
the struggle among capitalists to effect what he called “capitalist communism” the re 
was of no concern to the worker. He analyzed these market phenomena on); “surpl 
in order to prove the oppressively dominant position of “self-expanding stating 
value,’”* or the primacy of the production relationship. Professor Lange js matice 
much too preoccupied with the formation of price. Marx did not write four Comm 
thousand odd pages—The Theories of Surplus Value Marx intended as part ference 
of Volume III of Capital—as an essay in price analysis. Capital is an analysis Russo- 
of the capitalist process of production, the capitalist process of circulation per cel 
and capitalist production “taken as a whole.” It is an analysis of no other age Wi 
system, U.S.S.! 
Professor Lange, on the one hand, assumes that the U.S.S.R. is a socialist, ing to 
i.e., non-exploitative order, and, on the other hand, that the dominant eco- law of 
nomic law of capitalism operates there. By abstracting the exploitative con- "Cas 
tent of the Marxian theory of value, Professor Lange has indeed deprived . ir 
that theory “of all meaning and significance.” ia Sed 
Professor Rogin’s central thesis is equally incorrect, although his error assumes 
is more difficult to isolate because he completely ignores the concept of value ials in 
and considers only the distributive principle under socialism. Because I called B manit 
attention to the traditional Marxist principle, “From each according to his ont 
ability, to each according to his need,” Professor Rogin intimates (p. 153) wens 
that I have fallen into the error of “vulgar socialism,” which, as Marx has stock, § 
stated, considers “distribution as independent of production, thereby repre P fore a 
senting socialism as turning principally on distribution.” However, my only ee 
purpose in referring to the slogan was to show the contradiction between the toff. the 
Soviet doctrine that socialism has been “irrevocably established” in the Sovie! minutes 
Union, and the repudiation of that slogan for that country. Worse than that offer a | 
the Soviet economists reject another Marxist formula—the payment of labor ‘Men 
according to the “natural measure of labor”: time—which was postulated for "N. 
a society “as it emerges from capitalist society,” that is, one still tainted P — 
“with the hereditary diseases of the old society” (p. 138). For both thee Pier 
formulas the Soviet economists substitute the principle of “distribution #« ‘hinges 
cording to labor.” e turn 
of consu 


* Capital, Vol. II, p. 120. 
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Professor Rogin apparently accepts the identity of the “natural measure 
‘ labor,” time, with the new formula, which is explicitly based on the instru- 
mentality of money, the price expression of value. Time and value, however, 
are not equivalents. To Marx value is not a quantitative relationship but a 
walitative relationship, that is, a class relationship. He asserted that the 
analysis of the contradiction between use-value and value in the labor of the 
yorker, considered as a commodity, is his original contribution to political 
economy, and the pivot around which political economy revolves.** According 
‘o Marx, it is the use-value of the specific commodity, labor power, that 
creates surplus value. This is what the Soviet economists have restored for 
Russia. This is not a “distributive” principle, nor is distribution the specific 
concern of the Soviet economists. They know that where labor has created 
no new value, not even a “socialist society” can appropriate and distribute. 

The new Soviet formula for distribution is in reality a euphemism for 
the realities of production. Class relations’® in Russia compel them to make 
‘surplus labor” the main aim of production. The Soviet economists are only 
stating in theoretical language that economic reality which was given mathe- 
matical exactitude by Academician*® and Chairman of the State Planning 
Commission, N. Voznessensky, in his speech to the Eighteenth All-Union Con- 
ference of the Russian Communist Party just before the outbreak of the 
Russo-German war. “The plan for 1941,” he said bluntly, “provides for a i2 
per cent increase in productivity of labor and a 6.5 per cent increase in aver- 
age wage per worker.’?? By assuming the existence of “socialism” in the 
U.S.S.R., and accepting at the same time the principle of “distribution accord- 
ing to labor,” Professor Rogin is, in reality, accepting the applicability of the 
law of value under “‘socialism.””* 


* Capital, Vol. I, p. 48. 
Mr. Baran questions (pp. 869-70) my “gratuitous” assertion that classes exist 
n Russia since the material he has read points in the “opposite direction.” He therefore 
assumes that I base my conclusion on the wide differentials in income. Income differen- 
1 the U.S.S.R. are not sublimated from all exploitative vices; they too are only 
anifestation of the actual production relations. If Mr. Baran cannot accept the evi- 
dence of the existence of class differentiations from English works, such as The Real 
Soviet Russia, by J. Dallin (New Haven, Yale Univ. Press, 1944), the chapter on plant 
managers by Dr. Schwarz in Management in Russian Industry and Agriculture by Bien- 
ck, Schwarz and Yugov (New York, Oxford Univ. Press, 1944), and Workers 
before and after Lenin by Manya Gordon (New York, Dutton, 1941), let him consult 
the original documents on the 1939 population census and the analysis of the occupational 
classifications, especially of the “classless” group known as the “intelligentsia” by V. Molo- 
ff, the results of the Five Year Plans and the analysis by J. Stalin, as well as the 
nutes of the congresses and conferences of the Russian Communist Party. All of these 
ler a fertile field for reflection. 
Member of the Academy of Sciences of the U.S.S.R. 
; N. Voznessensky, The Growing Prosperity of the Soviet Union (New York, Internat. 


Publishers, 1941), p. 40. 
“Professor Rogin errs grossly in his only evidence of the “ever closer approximation 
the i leal goal, ‘distribution according to need’” (p. 140). He writes that “an effort has 
made to safeguard the minimum of ‘individual needs’ through the structure of 
i ‘urnover tax. This ranges from ‘1 or 2 per cent’ of the accounting price of production 
*t consumer commodities which comprise the staple articles of consumption ‘up to 100 
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Here likewise Mr. Baran makes his error. He avers that the Soviet econo. 
mists’ acceptance of the law of value under “socialism” is merely the resyj; 
of a “terminological muddle surrounding the notion of ‘law’” (p. 861), The 


Russians, however, are not muddleheads. They have deliberately accepted the Dr. 
validity of the law of value for the Soviet Union because in the economic J yelopm 
categories used by Marx in Capital they have found the theoretical reflection HMB the op 
of economic reality. Since, however, Marx’s entire analysis of the law of ance of 
value is based upon its specifically capitalistic content, the Soviet economists whereb 
were constrained either to revise the concept that the Soviet Union is , MF instrun 
“socialist society,” or to revise the concept that the law of value is dominant answer 
only in a capitalist society. It is not surprising that they chose to revis First 
Marx instead of the Soviet Constitution. of char; 
The Soviet economists have solved their dilemma.’® It is up to Mr. Baran and in 
to solve his dilemma of assuming, on the one hand, that Russia is a “socialist matism 
society” and, on the other hand, asserting that the law of value is dominant dinners 
only in a capitalist society. He has deepened his contradictory position by #M® and as 
approving the proposal that in the future teachings of political economy the #Me 2gainst 
structure of Capital be not followed in order that factual information be HM the fre 
introduced to “form the backbone of the course” (p. 863). It is not merely @™ intellect 
a question of supplying factual information—Volume I, the most abstract HM quences 
volume of Capital, is full of historical and statistical data. It is a question position 
of severing the indissoluble connection between the dialectical method of § an acce 
Marx and his political economy. It follows inexorably from the break with HB 20mic t 
the Marxian concept of the law of value. Soviet economic theory finally A se 
reflects economic reality. Does Mr. Baran propose instead that the reality Mm econom: 
and the theory reflect his presupposition that Russia is a “socialist society”? #2 probl 
DUNAYEVSKAYA* because 
* The author is a Russian economist, now living in New York, who has specialized in the incompl 
study of Marxian economics. problem 
position 
per cent’ in the case of outright luxuries” (pp. 140-41). Actually, the low tax of 1 or? it as a 
per cent is levied, not on consumer goods, but on certain capital goods and instruments the pres 
of production. The turnover tax follows a pattern contrary to his whole conception. The which i: 
average rate of tax on consumer goods is 50 per cent; it is 20.3 per cent on the products : ; 
of light industry and 82.8 per cent on agricultural products. The tax on individual con- economi 
modities is even more revealing of the trend to “safeguard the minimum of ‘individual in worki 
needs’; it is 48 per cent on calico, 37 per cent on silk, and 75 per cent on bread. (Cf most pal 
Biulleten Finansovovo y Khozyastvenovo Zakonadatelstvo, 1934, No. 25, and 1935, No. 6 The f 

[Bulletin of Financial and Economic Legislation]. This official document is treated 2 

English by A. Yugov in Russia’s Economic Front for War and Peace [New York, Harpe : 
1942], and by L. E. Hubbard in Soviet Labor and Industry [London, Macmillan, 1942], 4a. E 
as well as in many other books and articles.) _ i rep 
“That this is not a mere personal solution, but the official Soviet doctrine, fné HR” ot 
further corroboration in the authoritative journal, Propagandist, organ of the Central “a dk 
Committee of the Russian Communist Party. The September, 1944, issue carries "eo the eich 

ticle entitled “Socialist Economy and the Laws of its Development” by K. Ostrovityano!, pee 
member-correspondent of the Academy of Sciences of the U.S.S.R., who expounds the ne pr: 
position that the law of value operates in Russia, thus reversing his previous stand 2 Z in I 
the heretofore standard Soviet textbook, Outline of Political Economy: Political Econom) Am, E 
and Soviet Economy (New York, Internat. Publishers, 1929). *Cf. An 
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Pragmatism and Economic Theory: Rebuttal 


Dr. Otto von Mering criticizes’ my suggestion that significant new de- 
velopments in economic theory may be investigated by viewing policy as 
the operational meaning of theory. According to Dr. von Mering an accept- 
ance of my position would degrade economic theory to a level of propaganda 
whereby it would be employed as a mere tool for playing tricks and as an 
instrument “to rule society.” These are serious charges and cannot be left un- 
answered. 

First, it should be pointed out that Dr. von Mering’s criticisms are typical 
of charges which non-pragmatists make of the pragmatic position in philosophy 
and in other fields where this method of inquiry has been employed. Prag- 
matism has been accused of degrading philosophy to a “mere means to better 
inners,” as Bertrand Russell says in the quotation given by von Mering, 
and as Russell and others have asserted on numerous occasions.” Such charges 
wainst the scientific pragmatism of John Dewey have even less credence than 
the frequent assertion that Pareto, whom von Mering champions, was the 
intellectual father of Italian fascism. The prediction that “disastrous conse- 
quences” and “catastrophic results” would follow from the adoption of my 
position is on the same level as an assertion that fascism would result from 
an acceptance of von Mering’s application of Pareto’s interpretation to eco- 
nomic theory. But this is polemics and not scientific discussion. 

A second difference between us has to do with social bias as it affects 
economists and other social scientists. We both recognize that bias presents 
a problem in the formulation and evaluation of economic theory. This arises 
because, as Dr. von Mering says, “experience inevitably gives us only a very 
ncomplete picture of the actual economic world.”* Having recognized the 
problem of bias, the question becomes what to do about it, Dr. von Mering’s 
position, though unclear, seems to be that by recognizing bias we may eliminate 
it as a problem.* My position is that it is not sufficient merely to recognize 
the presence of bias; a way must be found for evaluating a system of theory 
which is acknowledged to contain such bias, A characteristic of the great 

onomists, including Keynes, has been that they have made use of their biases, 
in working out their economic theories, although they may have been for the 
most part unconscious of these biases. 

The first task in evaluating a body of economic doctrine is to discover the 


"Am. Econ. Rev., Vol. XXXV, No. 1 (Mar., 1945), pp. 145-47. 
_*In reply to Russell’s statement that he found the “love of truth obscured in America 
y commercialism of which pragmatism is the philosophical expression,” Dewey re- 
marked that Russell’s criticism was “of that order of interpretation which would say 
that English neo-realism is a reflection of the snobbish aristocracy of the English and 
the tendency of French thought to dualism is an expression of an alleged Gallic 
position to keep a mistress in addition to a wife.” John Dewey, in The Philosophy 
} John Dewey (Evanston, Northwestern Univ. Press, 1939), p. 527. 
*Am. Econ. Rev., Vol. XXXIV, No. 1, p. 97. 


‘Cf. Am, Econ. Rev., Vol. XXXIV, No. 1, p. 94. 
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meaning of the abstract concepts and propositions contained in the system, My 
general suggestion is that the operational approach, which has proved 
useful in other fields, may be useful in this connection in economics. Dr, yon 
Mering tolerates the operational method in natural science, but he apparently 
rejects its use in economics, and objects violently to my particular application 
of it in the latter field. The operational approach means that concepts are to 
be stated in terms of “operations,” which in economics means in terms of 
alterable behavior, or plans of action. My particular suggestion is to use 
the operational method of inquiry to suggest hypotheses for relating distinc. 
tive theoretical concepts in a body of theory like that of Keynes’s to concrete 
proposals by the same theorist in the field of policy. I have contended and am 
willing to defend in detail the proposition that the meaning of Keynes’s theory 
as a whole and of his special concepts like liquidity-preference, marginal pro- 
pensity to consume, and marginal efficiency of capital is to be found in rela- 
tion to Keynes’s program of reform. This is the essence of my suggestion that 
policy may be viewed as the operational meaning of theory. Dr. von Mering 
may legitimately question the usefulness of this approach, but it obviously 
has nothing to do with any desire to rule society, to vindicate particular 
policies, or to play tricks on unsuspecting people. It is, like Peirce’s pragmatic 
maxim, a suggestion for the clarification of ideas, which in turn is prerequisite 
to scientific evaluation of economic theory and policy. 

I have criticized Dr. von Mering for failing to make a clear-cut distinction 
between meaning of theory and workability of program. Not until the meaning 
of a theory has been established in terms of alterable behavior (plan of action) 
are we in a position to raise the further question of the validity of the system 
of thought. Since any body of doctrine contains within it special practical and 
ethical presuppositions, its concepts and propositions cannot legitimately be 
criticized in terms of the concept and propositions of another system of theory, 
which has different practical and ethical presuppositions. Having previously 
discovered the meaning of the concepts, we are in a position to raise the 
further question of the workability of the course of action with which that 
theory is associated, i.e., for which it is an argument. Whether or not the pro- 
gram can realize the practical and ethical aims in terms of which it is projected 
is to a large extent a matter of historical circumstances, such as the prevailing 
state of the industrial arts. 

One of the great faults of economics is that what passes for scientific criti 
cism is hardly more than polemical dogmatism in which one set of practical 
and ethical values is used as the basis for criticizing another set of practical 
and ethical values. Instead of lowering the quality of discussion among 
economists, as Dr. von Mering alleges, the adoption of the above suggestions 
would, I believe, provide the best possible means for elevating the quality of 
discussion and criticism in the field of theoretical economics. 


*The author is associate professor of economics at the University of Maryland. 
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Pragmatism and Economic Theory: A Final Word 


In reply to Dr. Dillard’s rebuttal, I express my satisfaction with his 
admission that great economists, including Keynes, “may have been for the 
nost part unconscious of [their] biases.” This statement comes very near to 
Pareto’s standpoint and shows that Dr. Dillard—though probably unwittingly 

has given up the operational approach of pragmatism. A pragmatist does not 
roceed unconsciously, but fully realizes the practical purpose of his theory. 

The proposition “that the meaning of Keynes’s theory as a whole and of 
his special concepts like liquidity-preference, marginal propensity to con- 
sume, and marginal efficiency of capital is to be found in relation to Keynes’s 
program of reform” is compatible with the Pareto-aspect, and if this proposi- 
tion “is the essence of [Dillard’s] suggestion that policy may be viewed as the 
operational meaning of theory,” I have no objection, except that the term 
“operational meaning” is misleading. 

Dr. Dillard seems to overemphasize the problem of whether a program is 
workable. The workability of social planning does not depend on what kind 

{ “operational concepts” are used. It is therefore difficult to see why the 
knowledge of these concepts should be a prerequisite for the appraisal of the 
program’s workability. 


Otto voN MERING* 


*The author, formerly a professor at the Handelshochschule, Berlin, is now lecturer on 
economics at Tufts College. 


A One Per Cent War? 


Professor Samuelson’s brilliant article’ is an invitation to write a few pages 
n the important issue of Treasury lending policies. My remarks are more 
supplementary to than critical of his article. He has shown with remarkable 
lucidity the immediate gains to be obtained by banks from a rise in the 
rate Of interest. 


{1 Two Per Cent War 


I should like to devote myself largely to Professor Samuelson’s suggestion 
that this should have been a one per cent rather than a 2 per cent war. 
Actually the computed rate of interest on the 230 billion dollars of outstand- 
ing federal debt at the end of 1944 was 1.916 per cent. This compares with 
the computed rate of 2.534 per cent on the 45 billions of public debt in 
1939. Thus, a quadrupling of the debt seems to have been accompanied by a 
ecline in its average rate of interest of almost one quarter. As the following 
table shows, however, there have been over this period important changes in 
‘ne asset composition of the total public debt with a shift away from market- 

e long-term bonds in favor of shorter issues and non-marketable issues. 


. P. A. Samuelson, “The Effect of Interest Rate Increases on the Banking System,” 
im. Econ. Rev., Vol. XXXV, No. 1 (Mar., 1945), pp. 16-28. 
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Composition of Interest-Bearing Public Debt, 1940 and 1944— ; 

By Percentage of Total rs 

Composition of Public Debt June, 1940 December, 1944 of 
1. Bonds, marketable 63 40 i) 
2. Bonds, non-marketable 8 18 of 
3. Notes, marketable 15 9 al 
4. Notes, non-marketable — 5 bal 
5. Certificates of indebtedness — 14 
6. Treasury bills 3 7 Int 
7. Special issues 11 7 the 
— — of 

100 100 ex] 

Source: Treasury Bulletin, April, 1945, p. 22. 1.€. 
The Treasury may take comfort in the fact that average rates of interest - 
in the last war were at least twice as high as in the present. Part of the whi 
decrease in the cost, however, stems from the fact that today, more than Tre 
in the last war or in 1940, greater reliance is placed upon short-term and 4 
special issues. Consequently, if the current pattern of rates has to be changed Fe 
drastically in the early post-war years, the saving on interest charges may be - : 
transitory and illusionary. On the other hand, the 35 billions of non- re 
marketable Treasury bonds are so priced with respect to redemption as to erik 
discourage excessive sales by investors prior to final maturity date. ee 
That most of the reduction in the average interest rate is Gue to an “ 
increased weighting in the direction of the lower-yielding short-terms is ~y 
shown by the following compariscns: although the over-all average interest 7 I 
rate decreased from 2.260 per cent to 1.925 per cent from 1942 to 1944, oa 
the yields of taxable federal bonds (7-9 years) increased from 1.93 per cent i ; 
to 1.94 per cent, and the yields of longer maturities (15 years or more) the 
increased from 2.46 per cent to 2.48 per cent. ' p 
This is not the place to do more than mention just how the reductions of 1 
in the computed rate of interest have been achieved: by the Federal Reserve’ whe 
making large amounts of cash available to banks through open market ie 
operations, by the using up of excess reserves, and by the unwillingness of co 
banks to risk a rise in long-term rates—all of which encourage the purchase cial 
of large amounts of low-yielding short-term securities. Furthermore, there It 
has been a deliberate Treasury policy of tailoring yields to the market ve 
requirements of different groups with some savers being privileged to buy hens 
relatively high yielding issues while banks are confined to lower yielding * 
ones. bank 
Profits of Banks 
Let us now review the earnings of banks with special attention to earnins ry 
on government issues, for criticism is generally directed against the high not o 
rates paid to banks. In general, banking has not been so profitable as mos holde 
business enterprises. Preliminary figures for 1939 to 1943 seem to indicate was 
that the percentage rise of profits of corporations before taxation was s% Conty 
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times as great as the rise of met income of banks and trust companies; the 
rise after taxation was four times as great for all corporations as met income 
of banks and trust companies. That the banks did not do as well as other 
corporations is revealed also in tax figures. Income and excess profits taxes 
of banks and trust companies rose sevenfold in the years 1939 to 1943, 
a rise substantially less than for all corporations; and all taxes of member 
banks rose by but one and one-third times. 

In an appraisal of lending policies, we should not neglect the tax aspects. 
Interest rates earned are not so high as they seem if allowance is made for 
the increased burden of taxes. We may conclude that, in general, the profits 
of banks have been kept down relative to profits of all corporations. The 
explanation, in no small part, is the marked expansion of the product sold, 
ie., money; and hence the decline in the price per unit, i.e., the rate of 
interest obtained on loans and especially on government issues. In determining 
what issues might be purchased by the banks and in what amounts, the 
Treasury, moreover, imposed an effective type of price control and a limited 
profit control upon the banks. 

A more detailed glance reveals that from 1939 to 1943 the rise of profits 
of member banks (other than on capital account) is explained almost ex- 
clusively by the increased earnings on securities. From 1942 to 1944, earnings 
of member banks rose by 385 million dollars and earnings on securities even 
more—by 420 millions. In the same period, taxes on net income of member 
banks rose by 116 millions. These taxes equaled 22 per cent of net profits 
before taxes. If we assume that taxes on bank dividends are at the rate of 
40 per cent, the net yield on Treasury issues held by banks might roughly be 
put at one-half of the gross yield of 1.4 per cent, or 7/10 of one per cent. 
The upshot of all of this is that the yield on Treasury issues held by banks 
is 1.4 per cent before taxes and substantially less than one per cent after 
profit and income taxes.? 

Perhaps the vital issue is the rate of interest paid to banks. At the end 
of 1944, the commercial banks held 78 billion dollars of public securities, or 
about 34 per cent of the outstanding interest-paying debt. I am not discussing 
the 19 billions held by Federal Reserve banks or 8.3 billions held by mutual 
savings banks. As te =: former, the dividends are restricted; and mutual 
savings banks purchase securities as middlemen for small savers. 

It has been pointed out above that the banks have not gained as much as 
other groups. There are, of course, many reasons why their gains should be 
kept down and possibly even more than they have. In view of the fact that 
the manufacture of money is a government prerogative delegated to the 
banks; in view of the protection given banks by the guaranty of deposits; 
in view of the small risks involved in buying government securities as a result 


*We should emphasize here that the reduction of rates by one-half calculated here allows 
not only for income taxes paid by the banks but also for income taxes paid by stock- 
holders. If allowance were only made for taxes paid by banks, the corrected rate would 
be around one per cent. I am not raising here the vital question as to whether the appro- 
priate rate is before or after taxes. I have discussed this issue fully in my Price and Related 


Controls in the United States (New York, McGraw-Hill, 1945). 
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of the banks’ interest in short-term issues and the government’s determination 
to keep prices of all issues up—in view of all these considerations, one might 
be critical of Treasury policy on the grounds that rates to banks have been 
too high. Perhaps the best solution would have been to allow the banks to 
charge costs plus a normal mark-up, the latter to be adjusted to the volume 
of business. The cost-plus principle is shunned by government negotiators, 
Yet the Treasury has allowed the banks to get more than cost-plus and for 
a period beyond the war. To those who would reply that industry in general 
has received more than cost plus a reasonable profit on war contracts, | 
would merely say that the case for being generous with the banks is les 
strong than for industry in general. And government policy in relation to 
industry may well have been overgenerous. The manufacture of money js 
the simplest of operations; and the costs are easily checked. Clearly incen- 
tives for large and expeditious production are not required. 

Yet the general conclusion is that for the banks this has been less than 
a one per cent war, that a reasonably good job has been done in keeping 
banks from profiting excessively from war financing; that a higher rate policy 
would not have been wise; and, finally, that a one per cent rate to individual 
borrowers may have discouraged savings substantially. 


In Defense of the Treasury 


It is no small achievement to issue more than 200 billion dollars of 
securities in a period of five years and at rising or stable bond prices. Many 
factors, of course, contributed to low rates: the expansion of money, which 
made possible expanding incomes and expanding demand for Treasury issues 
the introduction of controls (of use of materials, manpower, credit, etc.) 
which prevented commodity prices from rising greatly. If commodity prices 
had risen greatly, the public would have been less disposed to hold securities 
and prices of securities would have fallen and yields would have risen. Al 
of these factors helped greatly. But the Treasury deserves much credit for 
segregating markets to a greater degree than ever before: a high rate 
paid when it is required (e.g., sales to individuals) and lower rates whet 
the incentive of higher rates is not required (e.g., sales to banks).* 

Some would argue for higher rather than lower interest rates. At the peak 
of the war effort, inflationary sales, i.e., mainly sales to commercial banks 
averaged around 25 billion dollars (annual rate). This compares with ap- 
proximately 40 billions of private savings, and 35-40 billions of sales 
out of gross savings. (A large part of the cash required to pay for Treasury 
issues comes out of savings other than individual net savings, e.g., deprecit- 
tion funds, corporate net savings.) It is conceivable that at some higher rt 
of interest it might have been possible to eliminate the inflationary sale 
Assume that, with an interest rate of 2 per cent on the average, the publi 
spends 95 billion dollars, saves 40 billions and pays in personal taxes 2) 
billions—the 1944 pattern, in fact. At what interest rate would the publi 


*Issues in this section are discussed more fully in my forthcoming book, /m/iat 
and the American Economy, 
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have increased its annual savings and reduced its consumption by 20 billions? 
What is required is not the use of hoarded cash but purchases at the 
expense of consumption. If the public increased its purchases by 20 billion 
dollars out of its additions to cash and deposits—savings of 40 billions were 
only used to the extent of one-half to buy Treasury issues—then the present 
inflationary pressures would not have been reduced greatly.) I do not know 
what the exact rate of interest should have been to discourage consumption 
and stimulate purchases of securities sufficiently to achieve the desired effects. 
| am reasonably certain, however, that a higher-rate policy would not have 
been the wise policy. The gains through a rise of savings and reduced com- 
modity prices (relatively) would probably not have been large, whereas the 
financing costs would have risen greatly. How greatly depends upon how 
long the higher rates would have had to be paid. It is extremely dubious, 
for example, that a rise in the rate of interest by 2 per cent would have 
increased savings by 20 billions. Yet this might have cost 4 billions per 
year. (I assume that more than two-thirds of the wartime rise in debt would 
he subject to the additional charge.) Jf the cost of the war could have been 
cut by 30 billion dollars through a relative decline in commodity prices of 
10 per cent or somewhat more (resulting from the reduced sales of bonds to 
banks and hence the smaller expansion of deposits) and.if the high rates of 
interest would have to be paid only for relatively brief periods, this policy 
f high rates would have been sensible. But neither of these results would 
probably have been had. 
SEYMouR E. HAaArris* 

*The author is associate professor of economics at Harvard University. 


The Effect of Interest Rate Increases on the Banking System 


In the March, 1945, issue of the Review, Paul A, Samuelson sets out to 
prove that “the banking system as a whole is not really hurt by an increase 
in the whole complex of interest rates’? and pleads for discussion of these 
subjects by the “wise men.”? This plea leaves anyone who might wish to 
comment on this article in the temerarious position of being accused of 
thinking himself to be a “wise man.” This difficult position becomes some- 
what more tenable, however, when one realizes that his evaluation of a 
“wise man” is subject to a substantial discount since he believes that barbers 
know more about banking practices than bankers do.° 

Samuelson found, after studying the maturity schedule of United States 
government securities held by banks, that a one per cent increase in the 
whole complex of interest rates would only lower the value of their total 
holdings 3.29 per cent, and he asserts that this amount would be earned 


1 


Paul A. Samuelson, “The Effect of Interest Rate Increases on the Banking System,” 
im. Econ. Rev., Vol. XXXV, No. 1 (Mar. 1945), p. 16. 


"Am. Econ. Rev., Vol. XXXV, No. 1, p. 27. 
. Paul A. Samuelson, “Hansen on World Trade,” New Republic, Vol. 112 (1945), p. 
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back within three years. This conclusion follows from the unrealistic interest 
rate structure assumed by Samuelson and after making a slight error in 
computing the ratios of new to old capital values. (While the academician 
will find such an error trifling, to the average banker it might mean the 
difference between a profit and loss on the bond transaction.) What is some- 
what surprising is that Mr. Samuelson should have taken so much pains to 
make a calculation of this type when even the lowliest bank clerk could have 
told him, even if his barber could not, that banks are endeavoring to main- 
tain a short position in order to minimize the loss which a rise in interest 
rates with a longer position would produce. 

Mr. Samuelson used in his calculations the United States Treasury report 
on the ownership-distribution of U. S. government securities as of February 
29, 1944. Thus it will be noted that his figures are on a “due or first 
becoming callable” basis. With a rise in interest rates it is extremely unlikely 
that any securities will be called in order to refund them into securities bearing 
a higher coupon. Consequently, such calculations should be made on a 
“maturity” basis. However, using his figures, it might be well to note that a 
3.29 per cent decline in the value of U. S. government securities would have 
impaired at that date about 25 per cent of the total capital invested in banks. 

It should be pointed out that the banking system would recover these 
losses over a period of time, the length depending upon the maturity 
distribution. During that period, it would be “frozen in” to a given maturity 
pattern. Mr. Samuelson seems to feel, however, that earnings of the banking 
system upon the existing portfolio would increase. He states that “immediately 
after interest rates have risen and capital values have scaled down, all parts 
of the portfolio, old as well as new, began to earn the higher rates.”* He 
argues that this is true because the earnings will be made up not only of 
the coupon return but of the amortization of the discount, and this will mean 
new higher earnings. From the point of view of the banking system, however, 
these “new higher earnings” will be purely nominal. In “writing down” 
capital values, losses will be established and the amortization of discount 
will merely recover these losses. 

In another place, he suggests that the bonds can be carried at cost. (He 
probably means amortized cost.) If this is done, then it should be obvious 
that the return will remain the same. The “new higher earnings” will not 
materialize until re-investment takes place. But it should be emphasized 
that the re-investment will not be possible until the securities mature. A rise 
in interest rates is not, therefore, going to be the immediate bonanza {or 
banks which Mr. Samuelson seems to envisage. 

Mr. Samuelson states further that if his argument is “rightly interpreted, 
it will be seen that mine is an argument against interest rate increases, no! 
in favor of them.’® The logic of arguing for a lower rate of interest on the 
ground that an increase would not hurt the banking system is difficult to 
understand, but apparently it follows from his argument, already commented 


*Am. Econ. Rev., Vol. XXXV, No. 1, p. 23. 
*Am. Econ. Rev., Vol. XXXV, No. 1, p. 24. 
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upon, that a higher interest rate structure would mean greater earnings for 
the banking system. This is certainly not the place to discuss bank earnings, 
although it can be shown that comparatively they are not excessive. The 
point to be emphasized is that it seems quite obvious that the structure of 
interest rates should be fixed, if it is to be subjected to regulation, after 
considering factors other than bank earnings. If the economy demands a 
lower structure of interest rates, a more conclusive argument surely could 
have been advanced by Mr, Samuelson and his barber. 

Mr. Samuelson also asserts that this could have been a one per cent war 
rather than a 2 per cent one. He dismisses the statement that interest rates 
might have an effect upon private consumption and investment, although he 
concedes that “they may have had some minor effect upon the form in 
which wealth is held.”® He does not choose to explore this possibility further, 
although it is deserving of additional analysis. It must not be forgotten 
that the banks are not for the most part permitted to subscribe to securities 
in war loans and are not even permitted to purchase certain types of securities 
available to other investors in the open market. They have been restricted 
to short-term, low interest bearing securities, One of the reasons that banks 
have been able to purchase these securities is that corporate and other 
investors have preferred to hold deposits. if corporations and others pur- 
chased securities, then the banking system would have had less funds to 
invest. This fact is very seldom realized by those who discuss the question. 
Like Mr. Samuelson, I do not wish to go into this subject because it is 
extremely complicated but it may be suggested that the interest rates offered 
to corporate and other investors are insufficient to induce them to part with 
liquid funds. To induce these investors to invest liquid funds, 7.e., to change 
the form in which wealth is held, might have required higher rates of interest 
than those paid on securities held by banks. In discussing the interest rate 
at which this war is being financed it is well to consider this fact. This 
again emphasizes the fact that the fixing of a given structure of interest 
rates can only be undertaken after considering a great many factors. 

There are a great many aspects to this problem which Mr. Samuelson has 
not discussed and I have not raised them here. My only objective has been 
to point out that, if a lower structure of interest rates is desirable, a much 
stronger argument than the fact that the banking system would not be hurt 
by a rise in the structure of interest rates should be cited. The determination 
of a structure of interest rates in wartime should only be undertaken after 
considering needs of the economy, the investment responses of savers to 
Various interest rates, the relative costs incurred by the government, and 
the inflationary or deflationary results of various methods of financing. 
Finally, it has been pointed out that the banking system is following con- 
sciously a portfolio policy which will result in as little loss as possible in 
the event that the structure of interest rates might rise. 

GrorceE W. COLEMAN* 


4 


im. Econ. Rev., Vol. XXXV, No. 1, p. 27. 
*The author is an economist associated with the Mississippi Valley Trust Co., St. Louis. 
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The Turn of the Screw 
I 


It would be churlish of a writer who has issued a trumpet call for wisdom 
not to accept it gratefully from all sources. Professor Harris’s comments are 
most welcome, particularly since I am in agreement with many of them 
Also, I must admit that there is some interest in Mr. Coleman’s suggestions in 
connection with my previous paper that maturity dates as well as call dates be 
used in reckoning bond yields. In better days of peace ahead, if time hang 
heavy, this additional arithmetic can be computed. 

But I should by no means accept the relevance or validity of the rest oj 
Mr. Coleman’s comments. The differences between us are important and 
many, but most have little to do with anything discussed in my article, 
where I explicitly abstained from analysis of the desirability of low and lower 
interest rates. For what they are worth, my views on this subject are ex- 
pressed in popular form in a debate with a formidable opponent, H. Christian 
Sonne; the interested reader may be referred to the January issue of Modem 
Industry. Although owning up to the fact that a sample of 50,000 top 
management executives prociaimed me the loser by a 3 to 1 landslide, 
I remain unrepentant. 

But rather than enter upon this controversial subject, in a titanic battle 
between Mr. Coleman’s bank clerk and my economic sophomore, it would 
be more useful, I think, to survey in a cursory fashion the dramatic changes 


that have taken place in the government bond market, especially since the 
summer of 1944 when my article was written. In doing so, I hope that | 
may be forgiven for the Reinhardt-like procedure of answering to my ow 
horn. 


II 


When the war broke out, the financial community, aware of the movement 
of interest rates in previous wars and of the great financial needs of the 
government, anticipated higher interest rates. Instead the Treasury in effect 
guaranteed in the fall of 1942 a definite pattern of interest rates about a 
follows: 3/8 per cent on 90-day bills; 7/8 per cent on 1-year certificates; 
1% per cent on 4-4%4 year notes; 2 per cent on 8-10 year bonds; 2) per 
cent on long-term bonds. And at the same time, the Federal Reserve banks, 
in effect, took upon themselves the task of seeing that there would be 
adequate bank reserves to meet the needs of government finance and t 
support the bond market.* 

Such a guaranteed structure in itself represented something of an anomal 
since the pre-war structure of short-term rates persistently far below long 
terms was a reflection of the fact that the existing structure could noi & 
guaranteed to persist. In the new state of affairs it became practically ¢ 


*On these matters see the excellent treatment, C. R. Whittlesey, “Bank Liquidity aud 
the War” (New York, Nat. Bur. of Econ. Research, 1945, Occasional paper 22); 2 
the March, June, and July, 1945, issues of the National City Bank of New York's News 
letter. 
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sure thing to buy the higher yielding securities; indeed by purchasing 2 
per cent with eight years to run, one could confidently count on a capital 
gain of 4 per cent per year as they approached the 1% per cent yield of four- 
year maturities.” 

' As Mr. Coleman remarks, every lowly bank clerk knows that banks have 
been speculating on or hedging against, a rise in interest rates. But not even 
bank presidents have been able to explain why they persisted in so odd a 
belief when in every year of the past decade (except for three transitory 
flurries) it proved to be wrong. In fact, those few banks which broke away 
(rom this obsession, repeatedly scored higher yields and capital gains by 
concentrating upon longer durations, A spinster who sees a man under her 
bed once can be forgiven. But what are we to think of the judgment of 
anyone who cries wolf for eleven years? 

After the Treasury guarantee of the rate structure, it is to be wondered 
that there was not a greater shift to higher yielding bonds. Apparently, the 
government’s guarantee was not understood or not taken seriously. In addi- 
tion, banks were forbidden to participate directly in the later Victory Loan 
drives, and the new longer issues were barred to commercial banks (except 
for small amounts related to saving deposits) for considerable periods of time. 

Gradually, however, the suspicion began to infiltrate the market that the 
longer maturities were better buys, and the Federal Reserve actually had 
to sell some few long-terms in 1943 to help maintain the structure, at the 
same time that it kept the buying and selling peg on 3 per cent bills. 

When in November, 1944, the British gave the easy money screw another 
twist by replacing the 2% per cent 52-50 with 134 per cent 50, the American 
money market belatedly realized that the U. S. Treasury had a firm grip 
on the money market and was in a position to push for lower rates. This 
S realization, by causing purchase of intermediate and longer issues and sending 
| their yields down, created its own fulfillment. Since then, banks and other 
investors have been reaching out for the longest maturities available to them. 

Thus, the yield curve has shifted and twisted downward. The market is 
split now into three parts with ascending yields: partially tax exempts 


eligible for bank investment; fully taxables eligible for bank investment; 
fully taxables not now eligible for bank investments. The latter category is 
essentially a new phenomenon, inviting careful study by economists, 


III 


_ So much for the factual survey of the reasons why the Treasury has a 


‘First, bond drive oversubscription should cease to be a dominating goal 
' policy. It is to be hoped that the new Secretary of the Treasury, Mr. Vinson, 
1 stop regarding bond selling drives as glorified community chest cam- 


paigns and morale builders, except with respect to Series E, F, and G sales. 
second, if the Treasury’s victory is not to be an empty (and wanton!) 


ne it 


is time for another turn of the “cheap money” screw. The 2% per cent 


Everett Smith, “Securities for the Bond Portfolio,” Federal Home Loan Review, May, 
5, p. 220 
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market issues should be replaced in future Victory Loan drives by not more 
than 2% per cent issues, with further downward pressure all along the line. 
As the July, 1945, monthly news letter of the National City Bank of New 
York puts it so well: “Undoubtedly a helpful factor in preventing a further 
decline in long-term interest rates generally would be for the Treasury to 
make clearer its intention to continue issuance of 2% per cent bonds in 
subsequent war loans” (p. 75; my italics). 

In a sense, it would be more correct to say that the screw has already 
turned itself, with little credit due to the Treasury. But at least the screw’s 
thrust should be used to lower the carrying charge of the public debt, rather 
than simply create profits for existing holders, free-riders, and margin 
purchasers. Cheap money arrived at by drying up the supply of securities 
to banks is nugatory, representing little more than a punitive drive on bank 
earnings. 

The semblance of logic for such a move is provided by the unsubstantiated 
belief that bank purchases of government bonds are essentially more infla- 
tionary than sales to ordinary buyers of markct issues. In view of the pledge 
of both political parties to maintain bond prices—+.e., their ready convert- 
ability into cash—and in view of the fact that market issue purchases rarely 
come out of income and rarely represent a permanent renunciation of con- 
sumption, there is little in this notion. 

The announced policy of Secretary Morgenthau that there will be no 
refunding of all short-term debt after the war is an eminently sound one 
and should be strongly reaffirmed. The great premium placed upon liquidity 
by our financial institutions and the gullibility of investors concerning a rise 
in yields should be harnessed for the benefit of the taxpayer. The notion 
that short-term debt “hangs over the market” is no more tenable than a 
similar notion applied to bank deposits payable on demand, The constant 
turning over of the debt is not essentially different from the turning over oi 
bank deposits, and should give the Treasury no cause for alarm—unless, 
indeed, it too is a victim of the obsession of rising rates! 

Mr. Vinson enters upon office with all the wartime powers of the Treasury 
at full tide, In many respects, his peacetime powers will be even greater. 
It is a propitious moment, I believe, to initiate, while in admitted strength, 
determined policies in the nation’s long-run interest. 
Paut A. SAMUELSON* 


* The author is associate professor of economics at Massachusetts Institute of Technology 


Correction 


In the tabulation of “World’s Output of Work” by T, T. Read, published 
on page 114 of the March 1945 Review, the figure for the “Daily Output pe 
Capita Hp-Hr., 1939,” by Russia was given as 0.21. It should read 2.21 
We regret any confusion resulting from this typographical error. 
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BOOK REVIEWS 


' Economic Theory; General Works 


World Economic Development—Effects on Advanced Industrial Countries. By 
EUGENE STALEY. (Montreal: Internat. Lab. Office. 1944. Pp. v, 218. 
$1.25.) 

This study which Mr. Staley has prepared for the International Labor Office 
examines the consequences, particularly to industrial countries, of the eco- 
nomic development which is expected to take place throughout much of the 
world in the period following the war, The book is well written and timely. 
Its main conclusion is best stated in the author’s own words: “The general thesis 
which emerges from this study is that economic development of new areas 
brings both opportunities and dangers to existing industrial areas, but that it 
is definitely possible, by policies of mutual codperation and intelligent adapta- 
tion, to make the advantages far outweigh the disadvantages.” The book out- 
lines what these opportunities, dangers, and policies of codperation and 
adaptation are, and how they may be dealt with. 

The book is a strong plea for national and international actions to facilitate 
world-wide economic development, and to accompany this development by 
“setind” economic policies. In presenting the substantial benefits to be gained 
from a development program, and especially the importance that such a pro- 
gram be accompanied by economic as opposed to uneconomic policies, he 
has emphasized, perhaps unintentionally, the wide gap that exists between 
uat which is economically desirable and which ought to be, and that which 
is feasible and in practice attainable. The book is not to be considered in 
any sense unrealistic, and yet many of the benefits which it holds before us 
seem unfortunately beyond reach. 

The advantages of a multilateral form of developmental operation which 
would encourage a more efficient use of world resources—the savings of one 
country being available to buy capital equipment in third, fourth, etc., coun- 
tries—are clearly presented in the discussion regarding an international 
development agency; but lending countries are in fact strongly inclined toward 
tied loans. The author warns against restrictive policies which would inter- 
ere with multilateral settlements. The prospects, however, do not appear 
bright that restrictions will be light during the next decade or two. 

The attainment of the objectives of the Atlantic Charter, “economic ad- 
vancement and social security . . . freedom from fear and want,” and im- 
proved living standards are possible, he points out, only through vastly in- 
creased production. This means capital investment. Such investment will take 
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place in undeveloped countries regardless of whether the advanced countries T) 
coéperate, as illustrated by Russia’s experience. A program of codperation and 
adaptation is, however, very much to the interests of all. 

Considerable attention is given to the effects of foreign investment upon 
cyclical fluctuations. The author recognizes that fluctuations in domestic in- 


vestment are much more significant, but believes that proper timing of for- " 
eign investments and a program of selectivity as regards types of goods . 
exported under such a program, can help materially to retard excessive ac- ap 
tivity and to relieve depression. He urges the special importance of stability ~ 
and continuity in an investment program. Here he will have the hearty Y" 
approval of most economists. pe 

The multiplier effect of capital exports, he believes, would not work in - 


reverse to create depression as a result of repayments; since repayments are } 
far in the future, the principal may remain abroad or its return at any event : 
be gradual, and time would exist for adjustments such as a decrease in the 
rate of saving. Moreover, it is impossible to project fears or hopes far into the * 
future, while in the meantime definite advantages are to be realized from 
facilitating foreign development. 

An interesting part of the book is the historical analysis of development 
in several countries, the United Kingdom, United States, France, Germany, 
Japan, the U.S.S.R., etc. In all cases but the U.S.S.R. an increase in foreign 
trade has accompanied internal development. This exception he explains by 
the great variety of U.S.S.R. resources, state control over trade, and the 
speed with which industrialization was pushed and channelled into heavy 


industries in anticipation of war. ra 
Figures show that as countries develop they import more of all the “ 
major categories of commodities, On the export side they export more finished = 

products, and usually more crude materials and foodstuffs, although the two 
latter groups may decline relatively. The evidence tends to refute the idea th 
sometimes advanced that increased industrialization and improved tech- tad 
nology tend to promote self-sufficiency and to reduce world trade. Specializa- i 1, 
tion continues with economic advancement. Some of the older kinds of manv- in 
factured goods may remain static or decline, but other kinds of good wn 
increase in demand. 
A lesson for older countries is that they should endeavor to adapt their ian 
production to newer kinds of goods. If economic development is to yield its ee 
best results, the older industrialized countries must actively assist such his 
adaptation and adjustment. Much can be done, Mr, Staley believes, in this tne 
field through surveys, the dissemination of information, and direct assistane: fn 
to carefully selected infant industries in the form of cash or training of ter 
workers, ec 
Possible criticisms of the book are minor. There is some repetition 0 Sq 
argument and belaboring of matters obvious to an economist. On the othe! res 
hand, in view of the widespread popular misunderstanding in this field, 4 wh 
little extra driving home of a point is not amiss. While the book is readable a 
to the layman, it has much to offer the economist. It constitutes a valuable ad 
contribution on an important subject and merits a wide distribution. to 
JoHN PaRKE YOUNG los 


Washington, D.C. 
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The Institutional Theory of Economics. By RADHAKAMAL MUKERJEE. (Lon- 
don: Macmillan. 1942. Pp. xv, 376. 10s. 6d.) 

This is a significant book dealing with an insistent and persistent problem 
in the development of economics, Not so many years ago the American 
Economic Association at its annual meetings devoted two successive round 
tables to a discussion of the importance and contributions of the institutional 
approach to economics. As an interested observer of these proceedings, it 
seemed to the present reviewer that this controversial subject had not exactly 
been placed in the hands of its friends. After setting up what seemed very 
much like a straw man at the first annual meeting, the next annual meeting 
tried to give him decent, if not Christian, burial. The ghost of the dear 
departed has since returned in an embarrassing series of appearances of 
which the subject matter of this review is only the most recent. 

The author of the Jnstitutional Theory is professor and head of the 
department of economics and sociology at Lucknow University, India. He 
has written, edited or co-authored a respectable series of works pertaining to 
general economics and Indian economics on both its theoretical and applied 
sides and to sociology in its regional and ecological aspects. The present work 
is the outgrowth of some of these earlier studies in which he “stressed the 
regional and institutional background of economic theory and its re-orientation 
so as to bring it in line with recent advances in human ecology, anthropology 
and psychology.” The author further states that the volume is “intended as a 
contribution toward the re-orientation of methods and concepts of economics 
on relationistic and institutional foundations and toward a codperatijon in 
the social sciences which might reéstablish economic theory on the broad, 
humane path of the early masters to which the contemporary trend in ethics 
and philosophy also invite economics.” 

Mukerjee begins his exposition of “the institutional theory” by reviewing 
the assumptions of classical and neoclassical economics to show how the insti- 
tutional factor has been treated. This is necessary in order to establish that 
the “rational will and individual choice play a much lesser role than what the 
founders of the various social sciences, who have made the individual the 
starting point of their analysis and logical action the social norm, imagined.” 
In contrast he contends for the organismic view of relations between the 
individual and society in which institutions harmonize between instinct and 
reason, between individual and group interests, and between intrinsic and 
higher ends and instrumental and lower ends, Institutional economics is there- 
fore concerned with the conditions for establishing a “social equilibrium.” He 
finds three levels of economic environment: the ecological, the mechanical- 
technical and the institutional. This leads him to distinguish three kinds of 
economics, following the typological procedure of Max Weber and Werner 
sombart. Ecological economics is concerned with the man-land or population- 
resources ratio. Price economics is concerned with the laws of exchange in 
which the cultural and ecological factors are taken for granted. In contrast 
institutional economics is concerned with the ways man has developed of 
adjusting himself to his environment. This is a cultural process which leads 
to an analysis of the “total cultural situation” and for which the psycho- 
logical theory of the price economists is inadequate, and which must base 
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itself on a new social psychology which “reveals the vital unity of the indi. 
vidual and society” and for which institutions are more important than man’s 
“set instincts and overt desires” because they provide man’s “socially con. 
trolled conduct.” An institutional theory at the hands of Mukerjee thy; 
becomes a complex of psychology, anthropology, sociology, history, political 
science, ethics, jurisprudence and the cultural sciences generally. 

It is clear, therefore, that this work follows in the methodological footstep; 
of the historical school and of the American institutionalists of the Veblen 
or Commons persuasion. More particularly, like Commons’ treatment oj 
institutional economics, this work represents an attempt to correlate economics 
with the other social studies, particularly political science, ethics and juris. 
prudence; but unlike Commons it approaches the latter-day problems from 
the point of view of modern biology and sociology. At the same time, and 
again like Commons’ work, this book contains a running comment and 
criticism of the development of economic and social theories, in which the 
equilibrium theories of the classical school and their modern derivatives 
come in for considerable and not always favorable attention. From modem 
sociology he derives the regional concept, so that his institutional economics 
with its fundamental notion of achieving a balance of social forces and insti- 
tutions in the setting of environment becomes a triadic balance of the indi 
vidual, the institution and the region. 

What can one say regarding this most recent attempt to develop an insti- 
tutional theory of economics? Opinions will, no doubt, differ depending upon 
whether one conceives the proper subject matter of economics to be the hard 
core of price economics and the conditions under which exchanges take place, 
or whether one is willing to admit certain peripheral materials into the 
charmed circle. The former will, no doubt, point out that the earlier abstract 
and unrealistic assumptions of competitive individualism are being replaced 
by more realistic and more complex assumptions of imperfect competition 
and collectivist monopoly. It must be admitted that the economic man type 
of economic theorizing seems to have been uppermost in Mukerjee’s mind 
when he wrote some of his most vehement strictures of the methods of pro- 
cedure of that earlier day. The demolishing of an historical straw man in the 
polemical part of this work leaves untouched the more recent developments 
where writers of the Keynesian and other analytical schools seek to develop 
their theories on more realistic foundations and to place their conclusions— 
if not laws—in the service of governmental or social policy-making. Neverthe- 
less, one must welcome this attempt of a dominantly sociological writer to 
come to grips with the wider reaches of social theory from which economic 
cannot indefinitely remain in isolation. There is a common ground of social 
philosophy which economists will do well to cultivate on their own, lest 
John Dewey’s aphorism be applied to them that “Saints remain in their 
churches to pray while burly sinners rule the world.” 

While a stimulating and most welcome contribution in a field where the 
materials are somewhat diffuse and recondite, Institutional Theory could 
have been made a better book with some additional editing. The phrasing 
often involved and wordy and serves to conceal rather than reveal an other- 
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wise clear meaning. Despite this imperfection of form, the book will occupy 
an important niche in the gradually expanding structure of institutional eco- 
nomics. 
MartTIN G. GLAESER 
niversity of Wisconsin 


. Pp. x, 414. 


This book is primarily a study in methodology of the social sciences. It is 
concerned with some of the most fundamental problems of logical procedure 
as applied to social data. It does not attempt to make specific contributions to 
theory, sociological, economic, political or other. Maclver does find it neces- 
sary to concern himself with theory on the level of a broad, descriptive frame 

f reference, as logically he must, and there is a wealth of application of 
basic procedures to specific empirical problems, but the focus of attention 
s consistently methodological. This focus must be kept constantly in mind 
in any discussion of this widely read, and widely interpreted, book, else much 
confusion can arise concerning it, and its major contributions are lost from 
view. 

A fundamental proposition, characterizing the book as a whole, is that 
causation is a primary mode of relationship in the world as man experiences 
it. It cannot be thought away without seriously impeding the development 
of scientific investigation in any field. A corollary proposition, not explicitly 
stated by Maclver, would be that sciences are themselves a mode of human 
experience, and thus should not waste energy in a futile attempt to dispense 
with one of the most basic elements in their structure. Hence, by way of 
justification of his proposition, MacIver begins his analysis by careful reflec- 
tion on human experience itself. “For the present we are not concerned with 
the valid reference of the concept to the phenomenal world, but only with 
ts universality for human experience” (p. 9). This approach does not imply 
an appeal to naiveté, but takes the position of naive human experience as a 
point of departure for critical reflection, to draw and make explicit analytical 
distinctions which are implicit within such experience. (See, for example, 
“Modes of the Question Why,” pp. 11-23.) In these respects Maclver’s ap- 
proach bears marked similarities to Phenomenology. Possibly this reviewer 
is attaching more importance to this facet of the book than did Maclver him- 
self (who states in his Preface that the book may be read apart from the 
iirst two chapters), but there are frequent reiterations of this point of view 
throughout the text, and it may be suggested that this fundamental starting 
point might have been further clarified and enriched by drawing upon some 
of the contributions of Husserl, and particularly the contributions of Max 
Scheler and Alfred Schuetz as applied to the social sciences. 

Anot] her proposition, fundamental to the book as a whole, is that there 
is a significant difference between the data of the natural and the social 
sciences, and hence that the problem of social causation presents methodologi- 
cal questions peculiar to itself. As in all sciences, the search for causes follows 
the general method of difference. “Having first made our why specific, we 
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identify the situation or type of situation in which the phenomenon occurs, 
as against a comparable situation or type of situation from which it is absent, 
and engage ourselves to discover how the phenomenon is related to the dif. 
ferential organization of the situation containing it” (p. 251). When one 
attempts to apply the universal formula to the social sciences, special difi- 
culties arise. The data are found within a dynamic historical process, such 
processes are not subject to the rigorous controls of the crucial experiment 
in the laboratory, and, above all, their dynamic quality derives from sub. 
jective or “socio-psychological” elements. In the main, MaclIver’s conception 
of this problem follows and amplifies the tradition of Max Weber, to whom 
numerous references are given. MacIver, like Weber, insists that “we have the 
advantage that some of the factors operative in social causation are under- 
standable as causes, are validated as causal by our own experience. This pro- 
vides us a frame of reference that the physical sciences cannot use” (pp. 263- 
264). But he also recognizes, with mature insight, the many problems which 
must be met and solved before this advantage is realized, and the major 
part of the book is devoted to a careful exploration of these problems. 

Although this book is, as stated, a treatise in methodology, it is one which 
constantly points in the direction of theory, and the need for theory. “In 
treating certain subjects no small part of our effort should be devoted to the 
preliminary framing of the apt questions” (p. 123). He makes clear that the 
questions so formulated must, to yield scientifically significant results, form 
a logically interrelated body of concepts and propositions possessing com- 
pendency. Indeed, the peculiarity of problems, referred to above, makes a 
constant and explicit attention to theory particularly necessary. Maclver adds 
to the growing realization in the social sciences that an extreme empiricism 
which rests content with “‘exact symbolic statements or measurements without 
seeking to find out what, if anything, they mean” (p. 155), will not do, and, 
essentially for the same reasons, an extreme operationalism will not do either 
(see especially pp. 157-158, fn. 24). An essential component of theory in the 
social sciences, and one directly related to the comparative method in the 
attribution of causes, is the construction of typologies (see especially pp. 160, 
174, 210-211, 366-367). This procedure is, in many respects, the logical coun- 
terpart of the laboratory experiment. 

Again, it is a treatise in methodology, but one which is oriented to the 
social sciences, and not a general philosophy of science. As such it must and 
does concern itself with specific problems and hence specific instruments 0! 
research which, in turn, lead us back to theory, both to specific substantive 
theories and to generalized analytical schemes. Maclver finds it necessary | 
develop the latter type of theory explicitly, on the level of a unified and 
consistent frame of reference for social data. This development follows the 
use of the means-ends-conditions schema (certain aspects of which have beet 
highly developed in economic theory, and other aspects of which have under- 
gone recent exploration in sociology, for example by Talcott Parsons). It yield 
a potentially useful formulation of an analytical element which he terms 
the “dynamic assessment,” a crucial element in the world of values and 0 
social action. This formulation, in turn, yields the basis for classifying type 
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of social data (e.g., distributive, collective and conjunctural phenomena), and, 
in turn, types of causal investigation. 

It is impossible to explore the many specific contributions in a review of 
a book of this type, and it is equally impossible to treat all points where 
negative criticism might be in order. It is a challenging book and, as such, 
there are many points in it with which one could quibble. However, two 
points of negative criticism may be useful in an attempt to clarify the nature 
of the bock as a whole. 

At certain points the author does not do justice to the methods or the 
use of economic theory, as judged by his own methodological criteria: 


There need be no objection to the postulate that, as a first approach to the 
understanding of economic causation, we regard human beings as actuated by 
rational self-interest, defined in purely economic terms, so that they delicately 
weigh comparative utilities and comparative costs, so that they judiciously dis- 
count present satisfactions for future satisfactions, so that they always buy in 
the cheapest and sell in the dearest market, and so forth. . . . The objection is 
to the conclusion that this first step brings us anywhere near our goal (p. 168). 


To be sure economic theory, like any theory, runs the risk of the “fallacy of 
misplaced concreteness” (Whitehead), i.e., the tendency to attribute more 
applicability of the theory to concrete situations than is warranted. But 
economic theory may well take cognizance of the fact that the elements or 
factors it formulates do not operate in an institutional vacuum and yet have 
causal significance. Logically it would be as erroneous to deny this possibility 
as it would to deny that gravity has causal significance apart from a physical 
vacuum. MacIver himself places the economic system within the “technologi- 
cal order” in his classification of the “realm of conscious being,” and the 
classification itself implies that, analytically (not concretely), there will be 
causal linkages unique to each category. 

In speaking of Max Weber’s thesis concerning the Protestant ethic he says: 


But it might easily be claimed that the rise of the Protestant ethic itself, 
with its stern individualism, its “worldly asceticism,” and its doctrine of 
stewardship, was the expression in the religious sphere of a pervasive change 
of social attitudes corresponding to and casually interdependent with a chang- 
ing socio-economic order. Unless this claim can be refuted—and I do not see 
how a claim of this sort admits of definite refutation—we cannot establish the 
fundamental role in the process of social change attributed by Weber to the 
‘rotestant sects (p. 177). 


He neglects to point out that Weber’s theory was developed in a broader con- 
text, involving one of the most outstanding uses of the comparative method. 
Weber did not confine himself to one socio-economic-religious order and com- 
mit the fallacy of post factum allegation of causal significance to the religious 
element. Rather, he made an extensive study of three other orders and only 
on the basis of that evidence did he conclude that religious ideas, together 
with the religious interests they canalize, are among the causally significant 
determinants of the institutional structure, including the economic institu- 
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tions, of a society. In MaclIver’s terms one could say that the religious 
orientation in each case affects the dynamic assessment of a whole social] 
order. Methodologically, at least, Weber’s study could be taken as well in 
line with the standards Maclver proposes. 

This treatment of the problem of causality has certain results which are 
not strictly of logical pertinence to methodology but which, given the present 
state of affairs in the social sciences and given the realities of teaching, are of 
profound significance, If the reader can bring himself in rapport with Mac. 
Iver, and let himself go from some of the strictures of extreme positivism, 
he will certainly derive a sense of relief from the almost neurotic phobia the 
concept of causation has tended to create in the social sciences. He will find 
himself using it more freely, yet critically. He will be more nearly in rapport 
with his students, who have not developed the phobia, and will be able to 
guide them in ways which make human, as well as scientific, sense. 

RIcHARD Hays WILLIAMs 


The University of Buffalo 


The Spirit of Russian Economics. By Joun F, NorMANO. (New York: John 
Day. 1945. Pp. xiv, 170. $2.00.) 

There is plenty of spirit and a modicum of economics in this somewhat 
pretentious little book. Essentially it re-tells the story of the Russian in- 
telligentsia, its philosophical beliefs and its historical and social ideas. The 
author tries to separate the French, English, and German influences, Each 
of them receives a special chapter. Yet time and again the trichotomy breaks 
down. This is, for instance, the case with Radishchev, the great social critic 
under Catherine II, and even more strikingly, with the Decembrists, who are 
discussed in the chapter on English influence although the author is als 
forced to treat here the ascendancy over them of the ideas of the French 
revolution. Moreover, the Decembrists re-appear in the chapter on German 
influence, since it was from German universities that some of them received 
their ideas of economic and political liberalism, The intellectual goods shipped 
by any single nation are seldom homogeneous and the character of the ship- 
ments changes from period to period. The author tends to simplify thes 
relationships. After having indicated the growing predominance of German 
thought in Russia from the middle of the 19th century onward, he permits 
his interpretation to culminate in the bizarre description of the Russian revo- 
lution “as a reaction against, and prevention of, continued German hegemony 
in Russian economic life and thought.” In making this unguarded statemen! 
the author conveniently forgets certain things of which he is perfectly aware 
elsewhere, such as the large influx of capital from England, France, ani 
Belgium in the years preceding World War I, as well as the fact that, after 
all, German Marxism is not entirely unrelated to the ideology of Bolshevism. 

The author is on somewhat firmer ground when he regards Bolshevist 
as a synthesis of the conflicting currents which divided the Russian intelli 
gentsia in the past. In varying guise throughout the decades it was th 
struggle between those who wanted Russia to follow the West, or thought 
this development inevitable, and those who envisaged for Russia an inde 
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pendent social evolution. The author’s discussion of the elements of this 
synthesis, together with his insistence on historical continuity, in the present 
Russian system makes worth-while reading, but it contains no attempt at a 
critical distribution of emphasis and gives little more than a collection 
of interesting points of view. 

But what about Russian economics itself? At times the author reveals that 
he conceives of his book as a history of economic thought in Russia. This is 
misleading. The book deals with the general intellectual climate in which 
certain economic creeds developed. Economic theories are carefully avoided. 
Thus the reader may learn that Tugan-Baranovski’s “real strength as an 
economist was in his investigations of England’s industrial crises,” but not 
a single word is devoted to his contribution to the theory of business cycles. 
The influence of the Austrian school of economics on Russian scholars is 
relegated to a dependent clause, and no mention is made of Chaianov and his 
school of agricultural economics, which applied the marginal utility analysis 
to investigations of peasant economy. The author does list, particularly in 
the earlier sections of the book, a fair number of Russian economists and 
some of their works. This bibliographical information may be useful to those 
who want to obtain a general orientation in the field. Unfortunately the titles 
are given in translation only without transliteration of the Russian original. 
This may make utilization of the bibliographical data more difficult. 

The book is written in a lively style and reads well. It is stimulating 
and will cause no damage as long as the reader remains on his guard against 
the author’s predilection for sweeping generalizations. 

ALEXANDER GERSCHENKRON 

Washington, D.C. 


Antoine-Elisée Cherbuliez et la Proprieté Privée (1797-1869). By WiILLiAM 
E, Rapparp. (Zurich: Editions Polygraphiques S. A. 1941. Pp. xi, 209. 
Fr. 10.) 


The Genevese Cherbuliez, to whose life and work this new study of Pro- 
fessor Rappard, the well-known Swiss scholar, is devoted, occupies an honor- 
able place among nineteenth century economists. He acquired considerable 
reputation not only by his economic publications but also by his many his- 
torical and political writings. Somewhat forgotten today, he enjoyed the high 
esteem of his contemporaries. John Elliot Cairnes, to cite but one example, 
considered him “one of the most eminent of recent contributors to economic 
speculation on the Continent,’ and calls his Précis de la Science Economique 
(Paris, 1862, 2 vols.) “an admirable treatise.”* Compared with Jean-Baptiste 
Say, he is a “much abler thinker and clearer expositor.””* 

Professor of public law and political economy at the University of Geneva, 
Cherbuliez took an active part in the political life of his canton. In 1831 he 
was elected to the Representative Council, of which he was a member for ten 

‘Cairnes, Essays in Political Economy (London, 1873), p. 296. 

* Ibid., p. 194. 


*Cairnes, The Character and Logical Method of Political Economy (second edition, 
ndon, 1875), p. 12. 
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years. In the Genevese Constitutional Assembly (1841-42) he was one of the 
foremost conservatives. From 1842 to 1846 he was a member of the Grand 
Council. The Genevese revolution of 1846, however, marked the end of his 
political career. After the seizure of power by the “Radicals” he resigned his 
professorship at the University of Geneva and left his native city forever 
(1847). For several years he lived in France, without finding a suitable post, 
After his return to Switzerland he spent three years at Lausanne and then 
settled definitely in Zurich, where he held a chair of political economy and 
statistics at the Polytechnicum (1855-69). 

As Professor Rappard shows, there is no exaggeration in saying that the 
problem of private property vexed Cherbuliez throughout his agitated life 
From his earliest publication (1826), he criticized, first in a somewhat veiled 
manner, the institution of private property. His irritation against it went on 
increasing, to reach a climax in 1840. In that year he published a small 
volume entitled Riche ou Pauvre, which caused a small scandal in Genevese 
conservative circles. As a professor at the university of that city, he was bold 
enough to attack violently the institution of private property and the capitalist 
system. He did not shrink from asserting that the whole social edifice reared 
on this institution is rotten to the core and should be destroyed. He was 
particularly hard on the landowners and advocated nationalization of the land. 
None the less, only a few years later he turned from a critic and opponent 
of private property into one of its most stubborn defenders. In fact, by 184§ 
he appeared as a convinced champion of that institution. 

How is this volte-face to be explained? Professor Rappard is not satisfied 
with the summary explanation that this change of view was occasioned by 
Cherbuliez’s fears produced by the two Genevese revolutions of 1841 and 
1846 and by the French February Revolution of 1848. Professor Rappard 
tries, most successfully, to explain Cherbuliez’s changing opinions on the 
basis of that scholar’s biography. To understand the views of a savant on 
matters economic and social, it will not do, according to Professor Rappard, 
to follow faithfully his statements at various points of his career; it is neces- 
sary also to look for the hidden sources, deep and diverse, from which they 
flow and by which they are fed continually. 

Professor Rappard’s study is divided into two parts of equal length. In the 
first he offers a biographical sketch of his compatriot Cherbuliez. He outline: 
first the career of the liberal publicist (1826-41) in the course of which be 
vehemently criticized capitalist society. He then examines his counter 
revolutionary period (1841-52) during which he distinguished himself by : 
bitter warfare against democracy and socialism. He finally describes the las 
period of Cherbuliez’s life (1852-69), when the “conservative scholar” (3 
Professor Rappard calls him) devoted himself with greater calm to the defens 
of the established order. 


The second part of the book is given over to the study of the ideas of the J 


Genevese economist on private property. After an examination of his “pre 
liminary skirmishes” against that institution, Professor Rappard analyz 
his “frontal attack” against it as found in Riche ou Pauvre, Finally he dea 
with Cherbuliez, the defender of private property. 
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Such is the frame of Professor Rappard’s work. By comparing the first 
and second parts of his book, the biographical essay and the critical sketch, 
we obtain a satisfactory explanation of Cherbuliez’s social philosophy. We 

how Cherbuliez, whose parents were of modest origin and moderate 
means, suffered from what would be called today a feeling of inferiority. By 
his exquisite tastes, the high quality of his education, by his talents and cul- 
ture, he was at least the equal of the Genevese patricians; but by his social 
position, that is, by birth and fortune, he was their inferior. It is thus not 
sur] rising that he rose in revolt against this state of things. In spite of his 
quite conservative ideas in the realm of politics, he attacked the institution 

private property. This attitude led him, of course, into a rather paradoxical 

ition; for while he vigorously defended the political privileges of the 

ruling class, he at the same time undermined the economic foundations of its 
power. 

t is the recognition of this paradox by Cherbuliez himself which led to 
his above-mentioned change of opinion. This realization was doubtless has- 
tened by the growth of the popular movements which disgusted him highly. 
Let us note, however, that it was not a question of intellectual venality. 
Cherbuliez’s biography proves beyond the shadow of a doubt that it was in 
the very period when his financial embarrassments were at their worst that 
he attacked socialism most bitterly and defended private property most 
rdently. It was in fact at that very time that he published a brochure with 
the significant title Le socialisme s’est la barbarie (1848). 

fied From want of space we cannot follow here, even in abridged form, Cher- 
| by buliez’s biography and social philosophy. Suffice it to say that Professor Rap- 
and pard has accomplished very well his task; he has indeed succeeded in explain- 
ing his author’s doctrine on the basis of the biographical data. His book is 
doubtless an important contribution to the history of economic and social 
doctrines. 

Professor Rappard’s study is very well documented. Not content with 
utilizing the printed documents, he frequently goes back to the unpublished 

urces, which he knows thoroughly and interprets luminously. He often quotes 
irom documents and manuscripts preserved in the cantonal archives of Geneva 
and Lausanne. 

The division of Professor Rappard’s study into books and chapters is quite 
symmetric and not devoid of elegance. In point of interest his style does not 
lag behind the subject. It is also well to notice that such perfect harmony 

between author and subject is not frequently found. For Professor Rappard 
knows his subject not only through his research but, as it were, also from 
personal experience. He lives in Cherbuliez’s native city and teaches at the 
University of Geneva where in former days the author of Riche ou 
re held a chair. Like his academic ancestor, he, too, is an economist, 


orian, and statesman. These affinities add to the captivating interest of 
the book. 


EDMUND SILBERNER 
Washington, D.C. 
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Economic History 


An Economic History of the Indiana Oolitic Limestone Industry. By Josepy 
A. BATCHELOR. Bus. stud. no. 27, (Bloomington: School of Bus., Indiana 
Univ. 1944. Pp. xii, 382.) 

This monograph presents a detailed and informative economic history of 
the Indiana limestone industry from its beginnings in the 1820’s to the out- 
break of the present war. It is based upon an exhaustive study of published 
materials pertaining to all economic aspects of the industry and extensive 
interviews with those who have been associated with the industry. Although 
this study represents an interesting case for students of the theory of price, 
labor or business practices, it is factual and historical in its nature and not 
concerned particularly with the testing of economic theory. 

Dr. Batchelor has divided his study into five periods: the pioneer era 
prior to 1870, the period 1871-1896 when the quarry industry came of age, 
the period 1897-1918 during which the quarries and cut stone mills were 
integrated, the period of boom, merger and overcapacity from 1919 to 1933, 
and the period of frustration from 1934 to 1941. For each period he discusses 
such problems as the trends in the volume of public and private construction, 
trends in the use of limestone and competitive construction materials, changes 
in the capacity of the Indiana limestone industry and in the relations between 
the quarries and the cut stone mills, promotional activities to develop uses 
for the Indiana product, technological developments in the industry, the 
influence of railway facilities and rates on the industry, the development of 
labor organizations, trends in wage rates and employment, financial or- 
ganization of the industry, activities of trade associations, and the industry's 
price policies and profits. 

While the industry does not compare in size or in glamour with such 
industries as aluminum, steel or bituminous coal, it is one which should be 
of considerable interest to many students of economics and business policy 
It is an extractive industry which is highly concentrated in a small area. Its 
product is used in the construction industry, which has a place of considerable 
importance in current economic thinking and public policy. There has been 
a constant struggle within the industry between forces making for the dil 
fusion of the cutting mills to the consuming centers and those making {or 
concentration at the quarries, a struggle which has had interesting repercus- 
sions on all aspects of the industry. Although there have always been a con- 
siderable number of firms in the industry, in recent decades a few firms have 
been responsible for a substantial part of the output at both the quarrying 
and cutting stages. However, the power of price leadership often inherent 
in such a situation has been limited by the ease of access of new firms and 
the development of various rival building materials. Like many industries 
related to the construction industry, the Indiana limestone industry has had a 
long history of controversy over wages, the use of labor-saving devices, union 
jurisdiction, and related problems. This controversy has been accentuated 
by the rivalries within the ranks of labor and employers alike resulting from 
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the struggle between stone-cutters located at the quarries and those located 
at the consuming centers. In the field of finance the industry illustrates the 
dangers of the use of mortgage bonds by an extractive industry highly sensi- 
tive to fluctuations in business activity. Attempts at joint action have been 
recurrent for the purpose of developing markets, standardizing product classi- 
fications and other trade practices, and for controlling price competition. 

\ limitation of the study is the lack of detailed information concerning 
costs, prices and profits of individual firms. This could be rectified only if 
the concerns in the industry would make their business records available. The 
significance of this limitation is illustrated at one of the few points where the 
author ventures to comment on the extent to which the experience of the inc 1s- 
try verifies economic theory. Discussing the experience in the 1920’s, he 
notes that before 1926 a period of price leadership existed in which firms 
acted in price matters with due consideration for the reactions of competitors. 
However, after 1926, which marked the formation of a merger replacing the 
price leaders, price cutting became the order of the day. Although there were 
many factors which might account for this, the author evidently imputes this 
change in part to the high fixed charges assumed by the merger. In the early 
period since “the price leaders were in good financial position and not over- 
burdened by fixed charges, the smaller firms hesitated before cutting their 
prices very far. After 1926... the smaller firms were not deterred by fear 

fa price war with the merger that had replaced the former price leaders” 

296). The significance for price policy of fixed charges as against the 
implicit overhead costs on equity investment is a subject on which there 
is not as yet a consensus. There are those who would argue that fixed charges 
and overhead on equity investment are indistinguishable so far as price policy 
is concerned. Likewise, an a priori argument might be made that heavy fixed 
charges in an extractive industry by increasing the firm’s liquidity preference 
may make it more prone to start a price war when excess capacity develops. 
Only by access to the records of the individual firms and a study of the 
process of decision-making will such issues be settled. It is to be hoped that 
more business firms will be induced to codperate with the students of business 
and economic history to make their records available. 

J. P. 
Washington, D.C. 


National Economies 


Chile, An Economy in Transition. By P. T. Ettswortu. (New York: Mac- 
nillan, 1945. Pp. xi, 183. $3.00.) 
ofessor Ellsworth’s little book on Chile constitutes a most welcome addi- 
to our unencumbered library shelves of basic economic studies on Latin 
merica. It is concise, systematic and lucidly written. Professor Ellsworth, 
moreover, has the all too rare courage of “sticking his neck out.” His approach 
is critical as well as descriptive. He states frankly his opinions on past 
policies, ventures positive suggestions for future action. 
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The study covers the period 1930-1942. The first two chapters deal very 
broadly with the depression and the subsequent recovery. The four middle 
chapters analyze in some detail monetary developments and governmental 
intervention in the exchange market and in the domestic economy. The las; 
chapter offers a concrete program for the future development of the Chilean 
economy. 

Such a book cannot fail to delight the casual reader and to antagonize, at 
times, those who feel sufficiently familiar with the subject-matter to have 
reached opinions of their own on a suitable medication for the Chilean 
economy. The Chileans, especially, will be tempted to accuse the author of a 
lack of sympathetic understanding of the overwhelming difficulties they 
faced and of policies adopted under the pressure of circumstances rather than 
deliberately chosen on the basis of theoretical analysis. This is especially true 
of Professor Ellsworth’s criticism of exchange control and of his optimism 
as to the alternative policy of currency devaluation. 

The first chapter points very eloquently to the basic fact that “the great 
depression of the early 1930’s was from Chile’s point of view entirely an 
imported product.” Exports, which probably absorbed 30 to 40 per cent of 
national production in the twenties, dropped from 2,293 to 282 million gold 
pesos between 1929 and 1932, a loss of nearly 88 per cent in three years. For- 
eign loans, which had reached a total of 1,125 million gold pesos in 1929- 
1930, fell to 76 millions in the 1931-1932 period and disappeared entirely 
in 1933. 

A rigid deflationary policy—-government expenditures were cut by about 
40 per cent from 1929 to 1932 and the means of payment contracted by 38 
per cent between the end of 1929 and the middle of 1931—was insufficient to 
arrest the drain in the balance of payments, but further aggravated the internal 
dislocation of the economy. The Central Bank lost more than half of its gold 
reserves by the middle of 1931. Unemployment rose to unprecedented figures 
and led to a state of chronic revolution and of successive and violent changes 
in government which lasted from July 1931 to October 1932, 

In the middle of 1931, orthodoxy was thrown to the wind, the foreign debt 
went into default and exchange control isolated the country from external 
deflationary pressures. Interest rates were gradually reduced, central banking 
loans increased approximately fourfold in less than a year and a half, with 
a corresponding increase of about 100 per cent in monetary circulation. This, 


increases in tariffs, currency devaluation and exchange control, the creation 
of various development banks and improved world conditions, finally suc- 
ceeded in promoting internal recovery. Unemployment practically disappeared 
by the end of 1935 and the index of industrial production about doubled dur- 
ing the period. 

Recovery, however, was accompanied by inflationary developments which 
hit large groups of the population very hard. The index of living costs in 
Santiago rose month by month, the total increase approximating 80 per cent 
between the end of 1931 and the end of 1938. Social discontent expressed itsel! 
at the polls and in January 1939, a new government pledged to far-reaching 
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social and economic reforms, came into office. The carrying out of this pro- 
cram further enhanced the inflationary process, central banking loans increas- 
‘ng from 1,017 million pesos in January 1939 to 1,951 millions at the end of 
1042. commercial bank loans from 2,118 to 3,190 millions, total means of 
payment from 2,402 to 4,701 millions’ and the cost of living index from 189 
to 335. 

A large part of the credit expansion originated in loans to development 


strialization and economic diversification. The potential inflationary impact 
‘excessive central bank financing of long-run developmental programs is often 

recognized among the government’s intelligentsia, but accepted as quasi- 
inevitable, in view of the insufficient supply of saving-capital, if plans are to 
be actively pushed forward for the economic development of the country. 
The catastrophic consequences of excessive dependence on international 
transactions in the years 1930-1932 are pointed out as justifying certain 
sacrifices in order to decrease the vulnerability of the Chilean economy to 
external fluctuations. 

Professor Ellsworth is more willing to lay his plans for Chile on the assump- 
tion that enduring peace and international action toward liberalization of 
trade will permit Chile to “aim at the maximum possible reliance upon inter- 
national specialization consistent with the goal of reasonable stability” (p. 
134). It might be doubted, however, whether the mere liberalization of trade 
would be sufficient to eliminate violent cyclical fluctuations in Chile’s exports. 
Many Chileans would probably wish to take a safer, if less optimistic, course 
and emphasize “reasonable stability” rather than “reliance upon international 
specialization.” 

In any case, Professor Ellsworth’s own analysis paints a very dark picture 
{ future prospects for Chilean exports of copper and nitrate which, in the 
thirties, accounted for more than 70 per cent of the total value of exports. 
In the last pages of his book, he emphasizes in detailed and concrete terms 
the desirability of developing or expanding power resources, steel production, 
copper manufactures, chemical industries, lumber production, fisheries, can- 
ning and dehydration of food, agricultural production, road building, housing 
facilities and public health and educational work. This is a vast and ambitious 
program, whose active prosecution would be economically, politically and 
socially difficult within the framework of orthodox monetary and commercial 
policy and uncontrolled exchange markets, 

The book reveals, indeed, a sharp contrast, verging on contradiction, be- 
tween the concrete discussion of developmental programs and of recovery 
policies on the one hand and, on the other, the more theoretical positions which 
express Professor Ellsworth’s philosophy as to exchange control and tariff 
policies. Thus, in Chapters II and III, “the various measures which tended to 
isolate Chile from the world economy” are mentioned among “the chief 
reasons which serve to explain the strikingly rapid and lasting recovery in 
; (p. 27); and “exchange control and default on the foreign debt 

y the way, Professor Ellsworth produces different series of means of payment 
under the same caption in the text and in the appendix. 
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service together brought to a halt the operation of the balance of payments 
mechanism, which was draining the Central Bank’s gold reserves and imposing 
deflation on the economy” (p. 35). On the other hand, we find in Chapter Iy 
that ‘‘although the advantages of exchange control as it has operated in Chile 
are either uncertain or of secondary importance, the disadvantages are unques- 
tionable and considerable” (p. 71) and, in Chapters V and VII, strong implica. 
tions are made that the growth of tariff-protected industries results in 4 
lowering of the standard of living and may well aggravate, rather than remedy. 
deficits in the balance of payments.’ 

Professor Ellsworth’s predilection seems to go toward currency depreciation 
rather than tariff protection or exchange control. While less cumbersome and 
less dangerous from the point of view of unequal incidence on the channels of 
trade, currency depreciation is also a rather blunt and crude instrument and 
one which, in the case of Chile, may be relatively ineffectual owing to the 
structure of the copper and nitrate markets. In arguing against exchange 
control and in favor of currency depreciation, Professor Ellsworth sees “some 
evidence .. . that at a rate between 30 and 35 pesos to the dollar Chile’s cur. 
rency might have formed its ‘natural’ level” (p. 66). His arguments are 
arresting but, to my mind, far from conclusive. Their force is very much 
weakened by other considerations, some of which are mentioned in the text 
itself. Most of all, however, I would question the concept of any one “natural” 
level of exchange in a period in which monetary inflation continued rela- 
tively unchecked. Means of payment rose in 1932 to 165 per cent of their 
December 1931 level, They doubled in the five years 1933-1937 and doubled 
again in the next five-year period. It is hard to believe that the Chilean cur- 
rency could have found, under such conditions, any “natural” level on a 
free exchange market, especially within the rather narrow range suggested 
by Professor Ellsworth. 

Thus, while I agree fully with Professor Ellsworth that “the disadvantages 
of exchange control as it has operated in Chile . . . are unquestionable and 
considerable” (p. 71), I doubt whether currency depreciation could have 
offered a full and workable alternative. Some form of exchange control 
although not necessarily the rigid, arbitrary and cumbersome procedures 
adopted in Chile—was probably unavoidable during the process of adaptation 
of the Chilean economy to a new and more stable basis. Even after this 
adaptation is effected, an economy as vulnerable to external impacts as the 
Chilean one will undoubtedly remain, may still find it desirable to resort 
to temporary and flexible controls in times of stress in order to protect itsel! 
against undue disruptions of a purely cyclical or accidental nature. Suci 
controls need not necessarily be more disturbing from an international poit! 
of view than alternative measures of protection, such as currency devaluation, 
etc. They should, however, be limited through international agreements, both 


*The latter conclusion is based on the curious argument that other nations would 
be’ unable to buy from Chile if Chile does not provide them with pesos by importing 
from them. Chile, however, can supply pesos to foreigners, not only by importing, bu! 
also by accumulating gold or foreign exchange reserves and, in any case, she would no 
need exchange if she did neither import nor make any other payments abroad. 
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as to methods and duration, to what is nationally justified and internationally 
acceptable. 

Professor Ellsworth’s book stops in 1942. Since then wartime surpluses in 
the balance of payments have aggravated further the inflationary problem, total 
means of payments rising at the end of 1944 to 253 per cent, cost of living 

211 per cent and commercial bank loans to 185 per cent of their December 
1939 levels. On the other hand, the central bank has maintained its loans at a 
relatively stable level and made somewhat ineffectual attempts at sterilizing 
ourchasing power through sales of gold or certificates to the public. The De- 
velopment Corporation has also developed more comprehensive planning pro- 
crams which may answer in part the objections raised by Professor Ellsworth 
Chapter V) against the excessive dispersion of its activities. 

In summary, I should say that Professor Ellsworth has presented an excel- 
lent analysis of Chile’s economic problems and recent evolution. He is at his 
best in his descriptive chapters. His discussion of policy matters, on the 
ther hand, seems to me to denote a lack of sympathetic understanding of 
practical problems and possibilities and to reflect academic preconceptions 


ence, But then, economists rarely agree on policies and I sincerely hope that 

y people will read this excellent and stimulating little study and draw 
their own conclusions with regard to the fascinating and provocative prob- 
lems of an “economy in transition.” 


ROBERT TRIFFIN 
Washington, D.C. 


Latin America in the Future World. By GrorcE Souter, DAvip EFrron and 
NorMAN T. Ness, (New York: Farrar and Rinehart. 1945, Pp. xiii, 
372. $3.50; college ed., $2.50.) 


This work, published under the auspices of the National Planning Associa- 
tion, is a deliberate attempt to emphasize the least favorable aspects of Latin 
\merica’s social and economic life. It is hoped that by this approach readers 

ill obtain a clearer perception of the need for action to remedy many of 
the area’s man-made weaknesses. Fundamentally, the authors attempt to 
show how our neighbors to the south can achieve “freedom from want.” In 
lisplaying the character of the want, the book reveals many interesting factors 

hich are brought together for the first time in one volume. This is especially 
true of the descriptive material bearing upon the non-economic subjects of 
nutrition, housing, health, education and the social classes. Fewer novel 
features are to be found in the strictly economic sections of the volume. We 

told that the manuscript was submitted to representatives of each of the 
venty Latin American republics for “advice and correction.” 
he dominant emphasis is on the need for substantial reform in agriculture 


sand industry. First and foremost among the requirements is that of reform- 


png land use. It is contended that a significant part of the available land is 
» used in a feudal or semi-feudal manner, Too much land on the average is 


pheld idle in order that owners may maximize its “use mobility,” that is, in 
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order that owners will be a position to engage on short notice in the produc. 
tion of goods yielding quick profits when sold as exports. The book recom. 
mends that exports be de-emphasized, specifically, that the traditional réje 
of exports be subordinated to a planned diversification of agriculture to serye 
the domestic market. The dictates of “balanced” economy also require a 
program of rapid industrialization. The virtues of a balanced national economy 
are stressed again and again in the early part of the volume, but it is not unti] 
the end of the book, by which time the uncritical reader already has become 
“sold” on the primacy of balanced economy to meet internal needs, that a 
few statements are made about the wisdom of avoiding the introduction of 
inefficient enterprises. 

One of the characteristics of the book is its pronounced anti-export bias, 
In its most sophisticated version, the argument runs in terms of wasteful land 
tenure and the réle of exports in setting the tempo of domestic economic ac- 
tivity. The argument has an apparent cogency because it is intermingled with 
quite sensible statements regarding the foreign-trade multiplier. But the 
wastefulness of land tenure is often exaggerated (as will be shown below), and 
the authors gloss over the vastly superior productivity of export production 
in most of the Latin American economies. Is not the average yearly pro- 
ductivity, considering boom and poor years as a whole, sufficiently greater 
than it would be on anything approaching a domestic self-sufficiency basis to 
more than compensate for the adverse effects of fluctuations per se? If so, 
appropriate social security measures would permit of the enjoyment of a 
higher average level of well-being than would be possible under arrangements 
consistent with the position of this book. Moreover, since export fluctuations 
in these countries derive mainly from independent fluctuations in the imports 
of the major industrial nations, what is the assurance that foreign-induced 
swings in the demand for Latin America’s exports may not continue to have 
serious repercussions on employment and national income even in a more 
self-sustaining economy? The reviewer suspects that, apart from the beneficial 
results of foreign investment activity, the authors minimize the adverse effects 
of an increased multiplier which will result from a decline in the propensity 
to import, and that in addition many of the measures proposed are not con- 
sistent with the maintenance of over-all productivity. 

The book also suffers in many instances from reliance upon poorly reasoned 
argument and flimsy evidence, For example, monoculture and land monopoly 
in Puerto Rico are held mainly responsible for the plight of the people on that 
island, the supporting evidence being the decline in the per capita utilization 
of land for food crops from .22 acres in 1899 to .16 acres today. Nothing is 
said about the trend of per capita exports and federal relief in money and real 
terms, nor is there any analysis of the Malthusian problem or of the alterna 
tives to sugar and tobacco. It is interesting to note that the same historical 
trend in land use in England, which the authors conveniently overlook, is 
regularly cited in the literature as one of the factors which made possible large 
gains in material welfare. The authors also make use of incorrect statements 
to support other views with respect to land use. Land “monopolists” are said 
to avoid contracting with tenants to assure that owners may be free to adjust 
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-oduction to shifts of export demand. In Argentina, for example, owners are 
alleged to be guilty of a wartime policy of recklessly replacing grain tenants 
‘+h a smaller number of cattle-raising peons. We are told that quick profits 
an be made from livestock, since cattle can “wait on the hoof for an eventual 
esumption of international trade” (p. 68). Nothing could be farther from 
he truth. A four-year-old steer, for instance, is a product that is completely 
‘ferent from, and far less valuable than, an animal just half that age. The 
acts of the Argentine case are that animals have not been “waiting on the 
hoof.” Argentine meat has moved into export channels—to Britain and Allied 
ops—in steadily increasing volume during the war, in part at the expense 
leclining domestic consumption. Finally, the illustration emphasizes the 
nsistency of the argument, for the exodus from Argentine agriculture 
ig the war has helped to achieve a goal which the authors would like to 
ve attained, namely, the diversification of the economy. There has been a 
rge net movement into Argentine industry in the past several years. 

) different types of excesses which are common to the book may be 
ntioned. There are a number of misleading statements with respect to 
mparative expenditures on foods and other essentials of livelihood. Mexican 
Indians in the state of Hidalgo, for instance, are alleged to spend 0.7 Mexican 
nts or only one fifth of a cent (erroneously equated to one cent) per day 

food (p. 25). Although the reviewer encountered dozens of such state- 
ents, there is not a single instance in which it is clear whether the figure 
represents a small or large percentage of the value of food consumed. At the 

treme of family self-sufficiency, it would not be surprising to find well- 
urished rural people making no purchases of food. In the second case, 
nvolving Venezuela, we are told that livestock-producing peons in one part 
the country are seldom given milk, although this product “costs almost 
nothing in that region” (p. 21). The distribution of wealth is admittedly bad 
n Venezuela, but is it fair to accuse the landowners in this case? What about 
ividual tastes? Why do not the people avail themselves of milk when, as is 
ged in this instance, it can be obtained virtually as a free good? 

he foregoing critical comments are not intended to indicate that we can 

e complacent about poverty in Latin America. It is a serious problem, and 
us economic and social reforms are needed. As far as its major em- 
phasis is concerned, this book serves a useful purpose; but the reader should 
be wary of the many inaccuracies and exaggerations which it contains. 
Vircit SALERA 


Wachieo 
Vashington, D.C. 


The Economic Development of French Indo-China. By CHARLES ROBEQUAIN. 
Translated by IsaBeL A. Warp. Supplement by JoHNn R. ANDRUS and 
KATRINE R, C, GREENE, Issued under the auspices of the International 
secretariat, Institute of Pacific Relations. (New York: Oxford Univ. 
Press. 1944, Pp. x, 400. $4.00.) 

lern Korea, By ANDREW J. GRAJDANzEV. (New York: Internat. Secre- 
lariat, Inst. of Pacific Rel.; distributed by John Day. Pp. x, 330. $4.00.) 


These two books, both sponsored by the Institute of Pacific Relations, 


ir 
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provide an interesting study in contrasts. Both authors attempt to be objective 
in their appraisals and yet Robequain sees French imperialism as something 
essentially benevolent while Grajdanzev sees Japanese imperialism as some. 
thing completely evil. To obtain a balanced appraisal of the effects of im. 
perial rule upon these two countries, Robequain’s sympathy toward French 
rule and Grajdanzev’s antagonism toward Japanese rule have to be discounted 
because the point of view of an author inevitably colors his interpretation 
of facts. A few quotations will illustrate the problems of evaluation which the 
reader will have to face. 
On page 31 Robequain states: 


This impermanent handful of Europeans, constantly replenished by ney. 
comers from France, played the decisive role in the transformation of Indo. 
China. It is easy to stress the eccentricities and frailties of the European 
exile in the tropics, to picture the colonial as being without physical energy 
and moral stamina or as a handsome brute who is ruthless to the native, 
It cannot be sufficiently emphasized just how much these colorful one-sided 
descriptions distort the truth, The real situation is much more encouraging. 
Violent treatment of the natives has become the exception and is severely re- 
pressed. 


And yet on page 36 these words appear: 


A Chinese coolie is seldom found on European plantations in Indo-China; 
Annamite laborers from the deltas of the north are generally preferred be- 
cause they are cheaper and more manageable. 


In reference to the fact that the Chinese have established a monopoly 
of the rice trade, river navigation, and money lending, Robequain reports: 


These Chinese are criticized, and often with good reason, for their u- 
scrupulousness and their harsh treatment of the natives; their practice of 
taking advantage of the shortcomings and poverty of the peasants is quite 
rightly termed hateful, as is their shrewdness in skillfully evading the laws 
and regulations imposed on them in avoiding all official control, and in 
working under the cover of unstable and irresponsible associations. They are 
denounced as parasites who do not create wealth but fatten on the riches 
created by Indo-Chinese labor, benefiting the while from the security estab- 
lished by Europeans and the roads and railways which European technical 
skill and capital have built (pp. 39 and 40). 


This criticism, he admits, “should be somewhat tempered”! 
In reference to the growth of large estates in Tonkin, and the resulting de 
cline in small owners and the increase in tenants, these excuses are offered 


It should be added that speculation in land, inadvertently encouraged by 
the French administration, often thanks to the complicity of the mandarin: 
and village head men, on occasion has also involved communal lands. Thu 
the existence of small owners and tenant farmers is rendered even more prt 
carious; in Tonkin communal lands now represent only about one-fifth of the 
cultivated area (p. 83). 

In the western provinces, on the other hand, new lands were not brought 
into production by small-scale native colonists. To be sure, this is regrettavit 
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ut the French administration has some justifications; the construction of 
canal s was very expensive and it seemed logical to sell the land cheaply to 
the buyer best able to develop it quickly. Only rich natives and those able 
b rrow capital applied (p. 84). 


nclusion Robequain states: 


As a result of French activity the average standard of living of the Indo- 
Chinese has risen in fifty years (p. 334). 

The trouble is that the colony’s human resources have grown as fast as 

e the opportunities offered to them (p. 334). 

This is a difficult problem to solve and one of the white man’s greatest 
burdens. Will he not be worn out in his double attempt to increase the native’s 
life span and feed him better? (P. 345.) 


While generally favorable to the French administration, the book does 
contain some mild criticisms and points out the need for closer codperative 
projects with native communities, better education, and much less emphasis 
n tying the development of Indo-China to French needs and French markets. 
The difficulties of administration and development due to the mountainous 
terrain and diversity of the population are cleasly brought out. 

n their excellent summary of events since 1939 (when Robequain’s book 
was first published in French) to 1943, John R. Andrus and Katrine R. C. 
Greene outline the very effective methods used by the Japanese to exploit 

e people of Indo-China to obtain the exports they needed without any 
real payment. At the same time they recognize that some benefits may accrue 


The Japanesee inventoried the commercial and natural resources of the 
country in 1940 and 1941 and have since poured men, money and ideas into 
the wake of their armies. While their motives were entirely selfish, and they 
~ incidentally aimed at improving Indo-China’s economy, some of the 

lopments which they sponsored may prove of lasting advantage. 

“At least part of the result of the Japanese occupation, “however deplorable 
the purpose and methods, has been broadening of the industrial picture and 
a breakdown of some of its monopolistic characteristics. Thus while many, 
if not most, of the Japanese enterprises and policies will be erased and for- 
gotten as soon as possible after the present conquerors of Indo-China are 
driven out, one result of the war may be a more well-rounded and better 
ntegrated economy, fitting more efficiently into the trade and economic de- 

ment of the western Pacific (p. 388). 


In discussing Korea under Japanese rule Grajdanzev takes to task, in no 
uncertain terms, all those who have said anything favorable about the results 
of Japanese control of this country. Railways and roads were built purely 

t military purposes; agriculture was improved to enable the Japanese to 
eat better; health and educational developments are condemned because 

are not as advanced as in Japan; and industry has been developed only 
enefit the Japanese. In his analysis. of “afforestation” achievements under 
vanese rule he classifies all cutting a} “deforestation” or “destruction,” 
and fails to point out that the northern forests were inaccessible until roads 
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and railways were built. He also omits any reference to the strict control oye, we S 
cutting, the replanting provisions in present laws, and the use of selective in tit 
cutting as a means of avoiding “deforestation” or “destruction” of the areas From 
where timber is being felled. Again in relationship to the expansion of fishing 


he states: 0 to! 

. at least five-eighths of the fish and other sea-products are exported: and t 
this shows that the increase in quantity of fish caught brought very litt. HM amou 
benefit to the Korean population (p. 129). taxes 


On the next page he shows that the number of Koreans engaged in fishing thes 
doubled from 1915 to 1932 and, on page 226, that imports increased oyer 5 
times between 1915 and 1930. 

In discussing imports from Japan he shows that they were largely capita 


goods or luxuries, that these did little to improve the lot of the masses of the much 
Korean people and that invisible items reduced the net import position bee 
of Korea. This reflects a misunderstanding of the benefits of trade and of te 
indebtedness, for even if imports of capital goods do not immediately raix fim 
the level of consumption, they may do so in the future. Korea has had a large Hu 
excess of imports over exports almost every year from 1910 on and this ane 
growing indebtedness of the Korean economy to the Japanese was one oj on 
the means by which Japanese corporations were enabled to expand industries Mm) '¢" 
and take over the ownership of Korean resources. Low wages and prices of fie "2nd: 
export products with monopoly prices for many imports and manufactured The 
products resulted in a rapid accumulation of capital in the hands of Japs iy ™ent, 
nese corporations at the expense of Korean farmers and laborers. Surely the =e 

as the 


important point that should be emphasized is that this justifies a transier 
of the ownership of Japanese capital to Korea without burdening the ney Hov 
government with a large debt to the Japanese. If this is done, the deprivation HM have < 


of the past and the resulting industrial growth will be of great value to this Hi Orient 
and future generations of Koreans. has de 

In contrast to Robequain, Grajdanzev cites figures to show that the per | 
capita rice consumption has dropped 40 per cent and the consumption oj al Botl 
cereals and beans has fallen about 15 per cent from 1915 to 1933 (p. 118). ay 
hina, 


At the same time he neglects to mention in this connection that the popule 
tion increased about 40 to 50 per cent over the same period and that many 
more people had to be fed. The production of other products increased ani 
the economy moved from a self-contained barter subsistence basis to a cot 
mercial economy with much greater dependence on money income and mot 
diversified consumption. There appears to be insufficient data to prove cot- 
clusively that the general level of living has increased or declined over thi 
period because standards have changed. National income, trade, industrid 
production and agricultural production have increased rapidly, but farmes 
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and laborers appear to have received little or no benefit from these changs iia Rol 
and, where the farmers have lost their lands, their position has been mae Un t 
worse. * Rupe 
On page 213, Grajdanzev makes this statement: ound,, 

Ibid, 


The poverty of the Korean population has already been described. \v" 
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e see that from this population the Government received 122 million yen 
n time of peace and 229 in time of war. 


From the table on the next page it appears that over this same period 

e taxes increased from 9 to 34 million, war profit taxes increased from 

17 million, taxes on interest and capital increased from 2 to 3% million, 
and the business tax increased from 2 to 6 millions. Not only had the absolute 
amount of these progressive taxes increased, but the percentage of total 
taxes and monopoly revenues received from these sources increased from 
| per cent in 1936 to 26 per cent in 1940. The statement “We must there- 
fore conclude that those who drew large incomes were treated with greater 
-nsideration than the poorer sections of the population” (p. 215), should 
also point out that the tax system, while by no means perfect, had become 
much more progressive. 

In discussing the problems of Korean independence Grajdanzev makes 
these two statements on the same page (277). Arguing that the Koreans are 
now better equipped for self-government, he says: 

Hundreds of thousands of Koreans are now at school; hundreds of thou- 
sands are in factories and mines; tens afd thousands have visited foreign 
countries as workers and some thousands as students... . 

\ few lines below, in reference to the suggestion that Japan be given a 
andate over Korea, he says: 

Thus, the power which has deprived Korea of any possibility of self-govern- 
ment, the power which has ruthlessly exploited Korea for its own im- 
per alist ic aims; the power which has [mas Korea with the police force 
as the only standard of authority. . 


How the ability of the Shag for self-government, which “could not 
have appeared before 1904 or 1910, because the country was ruled by an 
Oriental despot,” has been improved under the rule of “the power which 
has deprived Korea of any possibility of self-government”’ is not explained. 


oth Robequain and Grajdanzev fail to balance the advantages and dis- 
vantages of imperialism in an impartial manner. In reference to Indo- 
China, for example, Emerson states, ““The French regime there appears never 
lave succeeded in capturing the imagination or the loyalty of the peoples 
of the country and the collapse of France must have shattered the sense 
of French superiority.” And later, “Politically and socially the French 
regime has never rested upon very stable foundations. . . .”? Because of this, 
and the fact that Japan has occupied the area, he suggests that a more 
direct international administration may be preferable to the establishment 
a French mandate. The weaknesses of French rule and French responsi- 
lity for the exploitation of the people of Indo-China are not clearly revealed 
by Robequain. 
Un the other hand, Grajdanzev attacks the whole imperialistic pattern and 


t Emerson, The Netherlands Indies and the United States (Boston, World Peace 
und, "1942). p. 70, and 87. 
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one cannot help but feel that much of what he says about Japan could } 

equally well said about Western imperialisms. The major weaknesses of }j; 

book are that it does not give an objective evaluation of resource develop. 
ments in Korea, nor does it indicate the great benefits that may be reaped fm The Ec 
from Japanese investments, technical training, and institutions by a gover. Hi 
ment devoted to advancing the welfare of the Korean people. Prof 
Both books present excellent descriptions of the physical features of the MMMM analysi 
countries; mineral resources, agriculture, transportation systems, industries MMM excellet 
and trade are all discussed in detail. The authors have accumulated and MM sudent 
organized a vast amount of factual data from a wide variety of sources: MMM author 
this makes a great contribution to the literature available on these two length. 
countries. ground 
Certain common characteristics are revealed; in both Indo-China and Mi with w 
Korea, mining, large industries and development projects are essentially The 
monopolies of foreign capital. In both countries the native population has MM tion of 
increased rapidly and has been a source of cheap labor, agricultural tenancy MMMM and re: 
has increased under foreign rule, and trade has been oriented to the advantagefi pauses 
of the mother countries. In both cases two fundamental problems of the MMM produc’ 
future will be the constantly increasing pressure of the population on soil MMM also to 
resources and the necessity of reorienting their economies to wider trade ends uj 
relationships; in addition many of the inequities resulting from monopoly MM realms 
and imperialistic rule will have to be eliminated. The 
The problem of establishing self-government in Korea, however, will be MM usually 
much simpler than in Indo-China, This is true for several reasons; the Korean SB new lig 
people are one people while French Indo-China is essentially a loose federa- HR dom: 1 
tion of several different peoples; transportation and industry have been @MM and en 
developed more rapidly in Korea and there is an abundance of physical re i commo 
sources for further rapid development. In Korea railways, electric power, My 159); 
telephone and telegraph, postal services, and some industries are already HMM useful « 
nationalized; the monopolistic nature of other large-scale industries such «(There ; 
chemicals, together with the present system of government controls, makes MMM one in 
it relatively simple to allow national ownership to replace the exploitative MM custom: 
monopolies of the past. Also, much of the structure of law, finance and gov MM ment, ¢ 
ernment is such that it can be taken over by the Koreans and used to advance MMR pluses | 
the prosperity and freedom of the people. On the other hand, the regions MM or decr 
of Indo-China have very diverse interests; there has been less effective contr HM struggli 
over the economy and the government organization is not centralized. expand 
In his discussion of Korean independence, Grajdanzev makes a stroig gM ness an 
plea for a mixed economy with social ownership of monopolies, privat The 
enterprise and codperative, functioning side by side. While advocating Og less lik 
independent Korean republic he recognizes the danger of class government ad MM that de 
our interest in seeing that a new ruling class does not seize power. Mmm pensate 
Both books provide valuable background material for all students 3M the vol; 
colonial administration and the problems involved in developing democrat B® can be 
self-government. But fre 
C, BUNCE has ser 
Washington, D.C. changec 
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Economic Systems; Post-War Planning 


The Economics of Peace. By KENNETH E. Boutpinc. (New York: Prentice- 
Hall. 1945. Pp, ix, 278. $2.75.) 

Professor Boulding combines a thorough knowledge of modern economic 
analysis with an unusual talent for clear, forceful exposition. The result is an 
excellent book on the economics of the peace ahead of us. For beginning 
sudents and for the general reader, it would be an even better book if the 
author had limited himself to fewer topics and had developed each at greater 
length, But for more advanced students, and others with the necessary back- 
sound, it provides a most enjoyable and rewarding survey of the problems 
with which we are already, or soon will be, confronted. 

The book runs the whole gamut, from the immediate physical reconstruc- 
tion of devastated areas to long-run policies for maintaining full employment 
and restoring a high level of international trade. Along the way, the author 
pauses to consider the economically backward parts of the world, where low 
productivity and population pressure are still the main causes of poverty, and 
also to discuss the question of justice in the distribution of incomes. He 
ends up with an excursion outside the limits of economics proper into the 
realms of politics and morals. 

The reader will find not only that the exposition of familiar ideas is un- 
usually skillful, but also that there are many bits of analysis which throw 
new light on the subjects analyzed. To pick a few examples almost at ran- 

There is the explanation of how inflation affects consumption, output, 
and employment after a war (pp. 24-29); or the analysis of the multiple 


commodity standard and its relation to price and income stability (pp. 155- 
159); or the way the author explodes the notion that depressions furnish a 
useful corrective for the maladjustments that occur in a boom (pp. 171-174). 


[here are many more analyses equally good. One of the best passages is the 
one in which the problem of income flows is analyzed. The author makes the 
customary division of the community into three groups: business, govern- 
ment, and the public. He then uses the concept of budget deficits and sur- 
pluses to explain how any one of these groups can contribute to an increase 
or decrease in the total income stream, This analysis is one which the teacher, 
struggling to get these ideas across to students, would particularly like to see 
expanded. As it is, it is much too brief for the beginner, in spite of its neat- 
ness and clarity. 

The policy Mr. Boulding recommends for maintaining full employment is 
less likely to meet with general agreement than his analysis of the factors 
that determine the level of employment. He wants the government to com- 
pensate for variations in private spending by varying tax rates rather than 
the volume of its own spending, Logically this is all right, of course; a deficit 
be created by reducing receipts as well as by increasing expenditures. 
But irom a psychological and political point of view the variable tax plan 
fas serious disadvantages. People would resent bitterly having tax rates 
changed every time there was a change in business activity and they would 
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also find it much more difficult to understand how the change in tax rate; 
would affect activity. It is probable that the absolute level of governmen: 
expenditure and receipts has a significant effect on income and employment: 
The deficit would thus have to be larger on a low level of expenditure thay 
on a high level. The author’s main objection to varying government expengj- 
tures is that it would lead to the waste of resources in “boondoggling.” By 
there surely can be enough flexibility in housing, conservation, and othe; 
socially valuable projects to avoid this difficulty. 

Even more serious than the problem of cyclical fluctuations is the prospec: 
that we may be faced with a chronic deficiency in demand. “For nearly typ 
centuries the economic world has been an ‘expanding universe’—expanding 
geographically, expanding in population, expanding in capital equipment. . .. 
We are now somewhere within sight of an era in which income can rise by 
capital will not, . . . It is the shadow of the classical ‘stationary state’ tha 
hovers over our day, and though it may be postponed by wars, by ney 
discoveries, and by the opening up of new geographical areas to invest. 
ment, yet these things only seem to be a postponement” (p. 181). It would 
be possible, of course, to compensate for a chronic, as for a cyclical, deficiency 
in private demand by reducing the government’s receipts as well as by in- 
creasing its expenditures. As already pointed out, however, the level of both 
expenditures and receipts must be taken into account. And from a practical 
point of view it is much more important to emphasize the necessity for keep- 
ing expenditures at a relatively high level than to emphasize the desirability 
of reducing taxes. Many people—and particularly those with economic and 
political power—are still hostile to the expansion of welfare expenditures 
expenditures, that is, for health, old age security, housing, and the like, which 
we may hope in another decade or so, with the development of a strong inter- 
national security organization, will constitute the bulk of the government's 
spending. These people would undoubtedly be much more receptive to a pro- 
gram emphasizing tax reduction. But if it relied on their support, the program 
would be unlikely to achieve its objective of insuring full employment: mos 
of the enthusiastic tax-reducers are equally enthusiastic budget-balancers. 

There are a few technical points on which the author’s treatment seems 
open to question. On page 164, he suggests that in 1933 a deficit of 20-30 
billion dollars “would have been large enough” to bring national income baci 
to the 1929 level. This figure is certainly far too large. Net investment in the 
late twenties was around 10 billions. There was apparently little change 1 
the propensity to consume (in the schedule sense) in the thirties. If any: 
thing, it may have increased somewhat. Thus the deficit would not have had 
to be more than 10 billion dollars, even on the improbable assumption tha! 
net private investment would not have responded at all to the rise in national 
income. 

On page 167, Mr. Boulding says that borrowing from the public has “ 
direct deflationary effect which may in large part counterbalance the 


‘Cf. Paul Samuelson in Post-War Economic Problems (S. E. Harris, ed., New Yor 
McGraw-Hill, 1943), p. 44. 
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gationary effect of the deficit.” It may, of course, but is it likely to? How 

many people in peactime are going to reduce their consumption merely be- 

-quse the government is putting out a new issue of bonds? In view of the low 

interest rates On government bonds and the strength of the other factors de- 

‘ermining the propensity to save, I should say very few indeed. It seems to 

me much more realistic to stick to the usual Keynesian assumption that gov- 
consume. 

In discussing the national debt, Mr. Boulding cites Mr. A. P. Lerner’s view 
that there is “‘no limit beyond which the debt cannot go without danger” (p. 
121). But if I am not mistaken he leaves out Lerner’s main point, namely, 
hat the government can and should, as long as there is no danger of in- 
jation, borrow to pay the interest on the debt. If the goverment has to tax 
to pay the interest, some one is going to be disappointed, and is likely to 
make a fuss about it. But if the government borrows to pay the interest this 

ficulty disappears. So far as I am aware no one has yet discovered any 
serious flaw in this solution to the problem. Mr. E. D. Domar in his elaborate 
analysis of the relation between the debt burden and the national income? 
ently pushes it aside to protect the reader from a shock: “To many, govern- 
ment investment financed by borrowing sounds so bad that the thought of 

rowing to pay interest charges also is simply unbearable.’ 

There are a few other imperfections: for instance, the author pays no at- 
tention to saving (as a function of real income) in his analysis of price and 
age deflation as a cure for unemployment (pp. 141-142); and in the discus- 

n of taxation as a means of driving idle money into “investment” (p. 153) 
he neglects the distinction between investment in securities and investment 
in capital goods, But these difficulties are of minor importance. For the most 
part, the analysis is on an unusually high level of technical excellence; and, 
equally important, it is developed with vigor and imagination which hold the 
reader's interest and stimulate his thinking. 

ALAN R. SWEEZY 


Williams College 


The American Way of Business—The Réle of Government in a System of 
Free Enterprise. Analysis by OSKAR LANGE and ABBA P. LERNER. Teach- 
ing aids by A. W. Troetstrup. Prob. in Am. life, unit 20. (Washington: 
Nat. Counc. for the Soc. Stud.; Nat. Assoc. of Secondary-School Princi- 
pals. 1944. Pp. 93. 30 c.) 

The pamphlet is designed to explain the American way of business to 
ndary school teachers who, in their turn, may transmit the knowledge 
millions of youngsters throughout the country. It has been prepared 


ty 


wo well-known economists and by a master teacher who was responsible 


: lhe ‘Burden of the Debt’ and the National Income,” Am. Econ. Rev., No. 4 (Déc., 


im. Econ. Rev., Vol. XXXIV, No. 4, p. 799. 
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only for developing the teaching aids. This study is concerned with both the 
present and the future. The description of the existing economy is supple. 
mented by a comprehensive program of economic reorganization. 

The unsophisticated reader of such a popular account will hardly expec 
any marked deviation from generally accepted opinions. He will not be pre. 
pared to discover that “the rdle of government in a system of free enterprise 
is defined in terms which are incompatible with the American way of life. 
Many who fail to realize from the very beginning that the authors haye 
taken the liberty of interpreting the fundamental concepts of economic 
organization in an uncommon and arbitrary manner will be surprised with 
the final results of the analysis. 

As defined by the authors, the system of free enterprise is identical neither 
with capitalism nor with an economy in which private initiative dominates, 
They contend that even an economy largely owned and controlled by the 
government can be called a system of free enterprise so long as competition 
between all economic units is kept entirely free. The free enterprise system, 
therefore, is not linked inseparably with the preponderance of private enter. 
prise. From this point of view, the authors promise to explore “some general 
principles which would permit us to make the best use of both the public. 
enterprise instrument and the private-enterprise instrument, both of them 
directed to increasing the efficiency of our society and both subservient to 
the individualist philosophy of giving the individual ever greater freedom 
to develop his personality and to enjoy the good life” (p. 12). They object 
to the usual assumption that a broadening of the public sector and an intensif- 
cation of governmental control cannot be reconciled with individualism. Public 
or collectivist enterprise as a mechanism of economic organization and col- 
lectivism as a philosophy of society are to be separated (p. 36). Like the 
old classical writers, the authors believe in an harmonious natural order 
They still trust the “unseen hand” of eighteenth century individualism as the 
wisest regulator of economic activities. They are confident of finding a 
mechanism “in which individuals when they try to benefit themselves, will 
be benefiting society as a whole whether that is their intention or not. . 
“This harnessing of private interest for the general good is the essence of all 
social organization” (p. 11). 

This approach, if followed with frankness and consistency, must lead to 
conclusions diametrically opposed to the generally accepted principles 0! 
free enterprise. If Marx’s system can be termed an “overturned Ricardo, 
the Lange-Lerner system may not unfairly be described as that of an “over- 
turned Smith.” Several paradoxical statements of the ingenious analysis wil 
serve to illustrate the point. 

Two basic rules for public enterprise are formulated. First, its products 
should be sold on a free market with the same price for the same good ior 
everybody. By following this rule, marginal utilities are equalized: “Every: 
body is at least as satisfied with what he has as he would be with any: 
thing that anybody else would be willing to give him in exchange for it.” The 
authors are hasty in concluding that compliance with this rule guarantes 
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, “jdeal distribution” of consumers’ goods. It may, of course, be argued 
that distribution is ideal only with reference to the budget of the individual. 
; long as a social-economic stratification exists, the absolute valuation of 
ds will differ as between social groups and classes. The rich, for instance, 
may get more than they “should” of all consumers’ goods. According to the 
suthors, however, there is no reason for alarm. The undesirable situation 
can be corrected by a method which former economists would never have 
classified under the tools of free enterprise, namely, the leveling of purchasing 
power through governmental action: “The remedy for this is to give them 
{the rich] less money to spend (or take some of their money away by taxes), 
that they buy less goods in general, thus leaving more for other people” 

p. 14). 

‘The second rule prescribed for public enterprise states that factor price 
should equate the value of marginal product, which means that efficiency 
hould prevail over profit making. The alternative rule of equating price 
and average cost may lead to wasteful use of economic resources and therefore 
should be abandoned. Under this alternative rule, output could be extended 

a point where marginal cost exceeds price, that is, where it would be 
better to use such resources for other purposes. The authors admit on the 
ther side that compliance with their own maxim may even involve a loss. 
If every factor of production is used up to the point where the value of the 
marginal product equals the price of the factor, output may be extended not 
only beyond the point of maximum profit, but also beyond the point where 
total costs are just covered by total revenue (p. 19). Still it is emphasized that 
the complete disregard of whether there are any profits or even losses, while 
going much against the grain, promotes truly social welfare. 

According to the authors, the collectivist rule is also in harmony with the 
behavior of private enterprise under free competition. Since neither buyer 
nor seller is able to influence the price, profits will be maximized by a manage- 
ment which extends output to the point where marginal cost equals marginal 
price, Free competition, therefore, leads to the best allocation of resources 
between different employments. Since, however, in our economy, conditions of 
perfect competition are the exception rather than the rule, actually such an 
ideal allocation of factors does not exist. Under imperfect competition, 
management is interested in the restriction of sales. The economy as a whole 
loses in efficiency. In philosophical terms, there is a conflict between the 
ndividual interest and the collective interest. 

For all these cases, these proponents of free enterprise, new style, recom- 
end government intervention. Yet they are somewhat bearish regarding the 
program of a dissolution of monopolistic combinations. This measure may 
not result in a state of perfect competition if the optimum size of the firm 
in relation to the market is large and each firm thus by itself is big enough 
to be able to influence the market. Legal restrictions on the size of the firm 
are not suggested, because they sacrifice the greater efficiency of the larger 


ns, and thus, do not serve social welfare. Better than legislation directed 


nply against “bigness” is the removal of any private influence on price. 
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This governmental action is termed “counterspeculation.” Restriction 9; 
output for the sake of monopoly profits can be prevented by two policies 
either by pegging the price, which means artificially creating the condition; 
of perfect competition, or by a government guarantee of an equilibriyy, 
price to the manufacturer. The second device, which would be more effectiy. 
than a government guarantee of a minimum price, works in the following 
way: If the market price falls below the guaranteed level, the governmen; 
pays the difference to the firm; if the market price exceeds the guaranteed 
level, the firm pays the difference to the government. 

By such reasoning, the authors arrive at a simple justification of govern. 
ment subsidies. Since private enterprise must survive, but is inferior t 
public enterprise which is prepared to absorb losses by relying on gover. 
ment funds, both kinds of economic organization should be put on an equa) 
footing. “Free enterprise” calls for a policy under which “private enterprise 
should enjoy the same prerogative of running at a loss that is enjoyed 
by public enterprise (pp. 33-34). Ideologically, it is an innocent measure 
A policy by which “some defects in private enterprise mechanism” (p, 28 
are corrected is a vital element rather than a violation of free enterprise 

Apparently, the authors are convinced that the American way of business 
and free enterprise has never been achieved in the past, but is a goal to be 
approached in the future. Otherwise their suggestion for the assumption o/ 
government responsibilities unparalleled in American history could hardly be 
understood. The government is to be charged with the responsibility {or 
keeping the total money demand for all products of industry at the right 
level in order to eliminate both unemployment and inflation. This should be 
achieved through so-called functional finance. This scheme, expounded in 
some former writings of Professor A. P. Lerner, embraces more than con: 
pensatory spending and counter-cyclical budget devices. Although the section 
of the pamphlet dealing with functional finance is rather sketchy, we know 
from an article by Professor Lerner’ that it involves a radical re-orientation 
in fiscal policies. Taxation, for instance, should never be undertaken mere) 
for revenue purposes, but for the purpose of reducing the money in the hané 
of the taxpayer. Expenditures should be financed primarily by creating nev 
money (money, of course, interpreted in a broad sense, including bank ce 
posits). The government should borrow only if it is desirable that the pub 


of the national debt are negligible as long as the government succeeds in keep 
ing total spending at the right level. 
The authors seem to believe that functional finance has ceased to be tt 


represent current American thought. Only under this assumption would it & 
justified to incorporate it in an analysis of the American way of busines 
A lack of criticism in scientific journals should not be taken as evidence 
an overwhelming success. Nevertheless, we meet here with the surprst 


*Soc. Research, Vol. X, No, 1 (Feb., 1943), pp. 38-51. 
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atention that “functional finance is now partially and unwillingly being 
, racticed by all the nations at war.” Although the authors do not dare to 

-oclaim total victory they declare that “the resistance to Functional Finance 
is diminishing as a result of the lessons of the depression and the war’”’ 
pp. 40-41). 

The following “democratic program of economic reorganization” is nothing 
‘her than a huge plan of governmental economic control. Both public owner- 
hip and governmental regulation is to be broadened. “Because of the limita- 

n of the effectiveness of the other means of restoring the competitive ‘rules 

the game’ public enterprise must become a major constituent of our 
economy if we are really going to have economic prosperity” (p. 51). Na- 
tionalization of banking and credit institutions, of monopolistic key indus- 
tries and of basic natural resources, however, should be carried out with 
compensation to the owners in government bonds. It is a characteristic point 
in the argument that nationalization encroaches only apparently upon the 
principle of private property and enterprise. It removes only its “degenerated 
outgrowth,” which by its anti-social behavior blocks economic prosperity; 
private enterprise is strengthened in all fields where it has a genuine social 
function” (p. 55). 

The reader may feel uncertain how private enterprise can be strengthened 
by such radical amputations. He may also keep wondering whether the 
study on the American way of business should not have deserved another 
title, perhaps one adapted from a famous work of a French philosopher of 
the eighteenth century: On the Grandeur and Decadence of Free Enterprise. 

Fritz KARL MANN 

The American University 


Democracy Under Pressure: Special Interests vs. the Public Welfare. By 
STUART CHASE, (New York: Twentieth Century Fund. 1945. Pp. ix, 142. 
$1.00. ) 


Stuart Chase is presented by the Twentieth Century Fund as “America’s 
most widely read author on economic subjects.” Since Mr. Chase’s sources 
are all frankly drawn from the research of others, his unique contribution lies 
in the art with which he contrives to weave together such materials. 

The tone of the book ranges from gentle foreboding to sentimental op- 
timism; it manages to be persistently sprightly even while admonishing. The 
eader is assumed to be a well-behaved nephew receptive to moralizing if 
ouched in secular language. The moral of the book is the economic and 

itical validity of the golden rule. Good sound doctrine to us all, but even 
nore to Mr. Chase! We read, “The pressure groups seem to be largely led 
y men who are ignorant of the fact that we are our brother’s keepers. They 
phink such talk is Sunday School stuff. They are wrong. It is the first law of 
nodern technology” (p. 6). 

The author objects to pressure groups as “Me First” organizations, although 
@e admits that some are “out to improve the world” and that “they are the 
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hallmark of a dynamic democracy” (p. 17). Does this mean that groups oy. 
ganized to “improve” other people are ipso facto superior morally and ep. 
nomically to groups organized to advance themselves? 

The reader is confronted with a first-rate dilemma by page 20: “If th. 
pressure group free-for-all holds the stage, economic breakdown is not {,; 
away. If the government is in charge, there is the danger of the authoritariay 
state.” 

The author reviews the oft-repeated misdeeds of Big Business, Big Labor 
Big Agriculture. He is also bothered by Big Government. While repeating the 
familiar story of organized selfishness, he now and again deflates his own by). 
loons in almost casual asides (as, for example, “The Lords of Creation . 
where are they now?’’) (p. 37). 

In policy terms, Chase urges that we “level out the business cycle, uncer. 
write a high level of employment and bring monopolies under control.” Ty 
accomplish this, the author warns, the American people must learn to dis¢.- 
pline themselves. To achieve this moral upsurge Chase offers a highly prag. 
matic doctrine. The theme of the book the author states is summed up in one 
borrowed sentence: “. . . this is a time when no group can be secure in an 
insecure society; a time when the pragmatist works for the security of his 
fellow men in order to secure his own” (p. 79). Philosophically, is this doc- 
trine not based upon the same “Me Firstism” condemned earlier by the 
author? 

Finally, Mr. Chase quite pertinently asks: ‘“Who’s in charge around here 
anyway in the mid-1940’s?” The question is, however, not answered, Ar 
we to take the following as a lead: “The consumer interest is always the public 
interest”? And the author adds: “Every American is either a consumer, or 
dead.” This gives a rather ghostly quality to some of the Me-First boys 
previously described. 

In summation, Mr. Chase staunchly favors the registration of lobbyists 
more publicity of their activities, less individual concentration on the “main 
chance,” “getting together,” and “an authoritative survey to show who is 
responsible for what in this humming, complicated power age.” All of which 
seems to lead to the conclusion that if the rest of us keep humming, hoping 
and consuming, the best minds who think “in terms of the whole community’ 
(not the kind of people who are active in the Me-First groups) will work 
out an Agenda for 1950. Mr. Chase suggests that they meet in Sun Valley. 
I suggest that Mr. Chase read the Tyranny of Words and ponder the wisdom 
that he then compiled, 

In his treatment of the complicated power relations of our society, Mr 
Chase seeks refuge in exhortation and uses concepts that have no operation 
meaning or no “referent” susceptible of exact analysis. The writer who a 
dresses himself to the multitudes has a higher duty than to make complet 
problems seem simple. His job is to make them as clear as possible, but ! 
today we can see only “as through a glass darkly, then face to face” ts 
is preferable to artificial simplification and secularized political pietis™. 

PENDLETON HERRING 

Harvard University 
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Business Cycles and Fluctuations 


studies in Economic Dynamics. By M. Katecxi. (New York: Farrar and 
Rinehart. London: Allen and Unwin. 1944. Pp. 92. $1.50.) 

Relatively little has been accomplished in the direction of establishing the 
:ws governing economic development in time. This is quite remarkable when 
ne reflects that our empirical knowledge of society is given mostly in 
iynamical form, i.e., times series. Furthermore, the most important and inter- 
esting problems are surely connected with the long-run course of events, It is 
together possible that the investigation of dynamic relations will prove more 
uitful than further elaboration of static ones, After all, it was on dynamics, 
not statics, that modern physical science was primarily founded. In this prom- 
sing direction Kalecki has ventured in four of the five essays in his newest 
volume. 

In Part I there are three sections each of which takes up a separate topic. 
The first deals with costs and prices, attempting in particular to formulate 
the determinants of the relative share of wages in output. The second con- 


interest rates. In the third Kalecki developes his cyclical theory of profits 
into a more general theory with especial reference to the Keynesian problem 
fa continued profit rate lower than the interest rate. In a sense his long-run 
analysis, as distinguished from his cycle apparatus, is not dynamic. The rela- 
tions are static with no lags or derivatives. Therefore the conclusions do not 
attempt to say what must happen, but rather what must follow if certain 


The essay on rates of interest illustrates the attractions and difficulties of 
econometrics. Making use of English data from 1930-38, Kalecki finds sta- 
tistical corroboration for the hypothesis that there is a positive relation be- 
tween the velocity of money and the short-term rate of interest. Then he 

nsiders the hypothesis that the difference between short-term (expected) 
and long-term rates is linearly dependent on possible speculative losses. From 
this it follows that the two are linearly related. The result is then compared 
with the behavior of Consols and the discount rate from 1849 to 1938 with 
apparently striking agreement. The values of the parameters are determined 
separately for before the last war and after, and in neither case are they 
unreasonable. The author seems to hold that this settles the problem of rates 
of interest: velocity determines the short-term rate, which in turn fixes the 
long-term rate. 

There are, however, some difficulties. His data for velocity and the short- 
term rate are annual and for the 1930’s only. This is rather a short and ex- 
ceptional period to use as conclusive confirmation. In fact, the data for the 


1) 


1920’s would not yield quite the same result, and hence one must beware of a 
simple interpretation. His reasoning rests on a strong effect of the short-term 
rate on the economizing of cash for transactions, but such an effect is a rather 
thin reed upon which to rest the whole relation between money and interest. 
It is, in any case, possible that the more important relation is between velocity 
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and the present and expected long-term rates. In addition there is the dif. 
culty of empirical work wherever expectations enter. Kalecki equates the ex. 
pected short-term rate with its actually realized average over varying periods 
some short, some long. It seems questionable to identify the two, for hoy 
can investors base their expectations on what does not yet exist, especial); 
since the rate is highly variable? 

In the essay on “The ‘Pure’ Business Cycle,” Kalecki presents a much 
revised and elaborated version of his original model. One feature is essen. 
tially unchanged, an analogue of the multiplier applied to non-labor income. 
In its present form the theory makes the rate of change in net real invest. 
ment depend on the rate of change of non-labor income and on its own yalye 
some time previously. Particularly important is his introduction of variable 
coefficients into the system. To the earlier model, Frisch offered the objection 
that it was not convincing to assume that the coefficients had exactly those 
values which would give undamped cycles. Now Kalecki meets the objection 
by the use of variable coefficients, which make his system necessarily un. 
damped. The quantitative nature of the variation in the coefficient is not 
stated, hence, unfortunately, his proof of no damping is plausible but not 
rigorous. 

There are formidable mathematical difficulties in the solution of a mixed 
difference, differential equation with variable coefficients: in fact, an analytic 
solution is, no doubt, out of the question. It is presumably for this reason that 
we are not told what the condition of oscillation is. Also this must be the 
reason for the lack of any attempt at empirical verification, a distinguishing 
feature of Kalecki’s work. He does give, however, a sample graphical solution. 

The final portion of the book is an attack on the important problem of the 
trend and the cycle, The factors giving rise to trend are introduced explicitly 
into the cycle mechanism, which is an advantage over most mathematical 
models. Nonetheless, Kalecki, unlike Schumpeter, evidently believes that 
cycles would exist even in the absence of trend, since his system would 
oscillate with zero trend. He considers increasing population and productivity 
as necessary but not sufficient conditions for the long-run development. His 
conclusion is that the chief determinants of trend are changing habits o 
capitalists’ consumption, rentiers’ savings (which, surprisingly enough, enter 
negatively), and innovations. 

R. M. Goopwin 

Harvard University 


Public Finance; Fiscal Policy; Taxation 


The Problem of Valuation for Rating. By J. R. Hicks, U, K. Hicks, and 
C. E. V. Leser. Nat. Inst. of Econ. and Soc. Research, Occasional papers 
VII. (Cambridge: Univ. Press. New York: Macmillan. 1944. Pp. vii, 9 
$2.00.) 

This study is the second in a series being made by the authors under the 
ispices of the National Institute of Economic and Social Research, The first 
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standards of Local Expenditure, disclosed that “high rates are more often a 
consequence of low rateable value than of a high propensity to spend.” The 
rates by an examination of the percentages of the incomes of rate payers that 
a into such payments. But in recognition of common knowledge that taxable 
values are not proportional to rentals, the authors found it necessary to make 
, study of valuation for rating before undertaking the one on incidence. 

The heart of this investigation is a statistical analysis of the rateable 
valuation of dwelling houses in 1938 as compared with their rentals. The 
lata used were made available by the Departmental Committee on Valua- 
tion and Rating, which had collected a large number of returns for that year 
on rates and rentals. This division is preceded by introductory material on 
the history of rates and of reforms in their assessments, and is followed by a 
consideration of the problem of improving the accuracy of the valuations 
made. 

The American reader familiar with the quality of property assessment in 
this country will not be surprised to learn that inequalities also exist in the 
rating of property for taxation ia Great Britain, but he will note that what 
the authors call chaos would indicate a rather satisfactory assessment in many 
cities and counties of the United States. For example, the fact that in the 
Manchester area houses with a gross rent of less than 20 pounds, 10 shillings 
were on the average assessed at 86 per cent of rental value, while houses with 
a gross rent of 60 to 100 pounds were assessed at 98 per cent, will not im- 
press such a person as a serious inequality. The divergencies in type of in- 
equalities in the assessment of property in Great Britain from inequalities 
in the corresponding assessment in this country will also be of interest, even 
though in the one country the valuation is on the basis of the rental and in the 
other the capital value. Thus, contrary to the usual practice in America, the 
smaller and cheaper houses within any single district were commonly assessed 
ita lower ratio of taxable value than were the larger and more expensive houses. 
Houses constructed before the First Worid War were also underassessed as 
compared with those constructed after its close. Owner-occupied houses were 
undervalued in relation to houses occupied by tenants. 

The levy of rates is justified as a stable source of revenue essential to the 
maintenance of autonomy in local government. “The stability of rateable 
value as a source of revenue is probably the decisive argument in favour of 
rates; for it follows from this that the rating system cannot be abandoned 
without a radical change—for the worse—in the political character of English 
local government.” Thus neither benefits accruing to property owners from 
the services of local government, nor any ability to pay attaching to the 
Wwnership of property are recognized as of significance in accounting for the 
importance of this form of taxation. 

Emphasis is laid in the recommendations on the desirability of transferring 
the responsibility for assessment to a central authority, This step is argued 
for the political reason that valuation ought not to be a matter of local policy, 
and for the financial one that local units cannot afford the professional service 
essential to an accurate assessment, The traditional doctrine that the best 
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basis for rateable value is a free or uncontrolled rent paid by a tenant js ‘ital s 
reaffirmed. Consideration is, however, given to assessment on the basis of tries is 
sales value. But the general use of this alternative is rejected mainly on ac. Par' 
count of the infrequency with which real estate is sold, and the greater fluctua. HM interg 
tion of sales than of rental values, though a special use of sales value is sug. eraliza 
gested as a safeguard against the tendency toward undervaluation of owner. tage O 
occupied houses. Reform of the system of rating is held to be important lest cludin; 
the confusions superimposed by the Second World War lead to the abandon- Relati 
ment of rating and thereby imperil local government. spons¢ 
The statistical work gives evidence of careful performance. The author One 
are aware of the nature and limitations of their data, as well as of the proper lange! 
methods of presentation. And the work as a whole bears throughout the marks adapte 
of thoughtful, scholarly study. Although the treatment is condensed, this countr 
pamphlet contains much material of interest to one who would like to leam ell in 
something about the British rating system and its problems, The ai 
M. SLADE KENDRICK indepe 
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Federal Finance in Peace and War. By G. FINDLAY SurrrRAs. (London: Mac- lavers 
millan. 1944. Pp. xvi, 377. 21s.) appeal 

In the new era of international codperation which we hope is emerging, these c 
studies of comparative finance will be particularly timely and useful. G, Find- territo 
lay Shirras has started the ball rolling with this substantial analysis of the public 
finance problems of the United States, Canada, Australia, South Africa, and ther ¢ 
India. These countries were selected because they possess fundamental con- restrail 
stitutional likenesses (federal systems) and continuity of history, Both pre Rea 
war and war experience are included. Emphasis is placed upon intergovern- these ¢ 
mental fiscal relations in each country. For in 


The author’s qualifications for this project include thirty years of service cabine' 
under the Crown in India, a previous two-volume work entitled The Scienc 
of Public Finance, and the more recent quantitative study on The Burden ; 


British Taxation. 


Part I of the book consists mainly of a chapter on each of the selected 
countries, considering the factors of national income, international trade, the let inc 
war effort, the federal system, taxes, public debts, expenditures, intergovert- The 
mental transfers, and other political and economic characteristics. Taxes are tail, 
classified into groups, and tax systems are compared for progressivity or re- veen 
gressivity. Extensive tables on taxes, expenditures, and debts are presented 
in the text and are supplemented by the additional quantitative data compris Unit 
ing Part III. 

By way of comparisons, Canada and Australia are much more dependent as 
upon a foreign market than is the United States, and their tariff policies avINg 
create more sectional conflicts. The incidence of the Australian tariff is largely Pp. 
on the extractive and exporting industries. The tax system of the United This 
States is much more progressive than that of either Australia or pre-wa! me ¢ 
Canada. In the case of Australia this may seem surprising when one recalls # ‘0clu: 
the labor party successes in the politics of that country. But labor has 4 Profi 
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vital stake in'the Australian tariff. The per capita income in all three coun- 
tries is very high compared with that in South Africa and India. 

Part II consists of two chapters devoted to an analysis of the problems of 
intergovernmental fiscal relations in the light of the previous survey. Gen- 
eralizations and recommendations are made. Here the author has the advan- 
taze of studies sponsored by the governments of the selected countries, in- 
cluding the report of the Canadian Royal Commission on Dominion-Provincial 
Relations (1940) and the report on federal, state and local fiscal relations 
sponsored by the U, S. Treasury (1942). 

“One of the main generalizations is that generalizations are difficult and 
jangerous—that improvements in intergovernmental fiscal relations must be 


per 
rks adapted to time and place and to the historical facts and traditions of each 
his country, Devices such as shared taxes, credits, and aids which might work 


well in one country and for a given tax might be ill-adapted to other situations. 
The author is impressed by the democratic values associated with virile and 
ndependent state and local government; but he realizes, too, that the central 
units, through compensatory spending and other fiscal policy devices, must 
take the lead in dealing with such vital matters as business cycles and chronic 
unemployment. An intergovernmental fiscal authority representing all three 
layers of government, as recommended by the U. S. Treasury Committee, 
appeals to the author as an agency which could be extremely useful in all 
these countries. Central units should do more to assist the states in eliminating 
territorial multiple taxation; and a revolutionary change in the attitude of 
public officials, both at the center and the periphery, is needed. These and 
ther conclusions are not very spectacular but they are commendable for their 
restraint and good sense. 

Readers who are intimately familiar with the facts about one or more of 
these countries may object to some of the author’s observations about them. 
For instance, the conclusion that the President of the United States and his 
abinet completely overshadow Congress in controlling financial legislation 
eems considerably exaggerated. However, it is exceedingly difficult for an 
utsider to get a perfect perspective of a country’s political traditions. On the 
whole, the author appears to have done remarkably well in this respect. 

Exception may also be taken to the unqualified statement that corporate 
net income taxes “are on surplus and fall on the shareholders.” 

The author has contributed an abundance of factual data and descriptive 
etail, as well as considerable analysis, to facilitate valuable comparisons be- 
tween the federal financial systems of the countries included in his study. 

Harotp M. Groves 

University of Wisconsin 


Living on the Public Debt. By Hastincs Lyon. (New York: Felsberg. 1944. 
This little book shows a lot of thought, but the questionable nature of 
some of the assumptions and analysis impairs the validity of its practical 
conclusions, 


Professor Lyon believes in the efficacy of wage cuts and the inefficacy of 
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deficit spending in achieving full employment. ris attitude is epitomized jp into 
the sentence: “Though we will not let people starve, public spending for the first 
maintenance of those not employed in the voluntary economy should be op as 
such terms as are unlikely to sustain the wage scale in industries suffering lesse 
from unemployment” (p. 100). He makes a sharp distinction between the with 


voluntary economy, which turns “on a pivot of individual choice,” and the idea 
compulsory economy, which turns “on a pivot of authority.” He feels tha 


advocates of deficit spending propose to shift the center to the compulsory The 
economy. exce} 
The wage-cut argument employed here ignores the detrimental effects op inhet 
demand and assumes the absence of monopolistic impediments to the down. is th 
ward adjustment of prices. “We propose,” Professor Lyon says, “a way out of in e2 
a depression by reducing some wage scales thereby raising the aggregate o TI 
wages and other economic shares through reemployment achieved by arriving high 
at a price schedule which will clear the market” (p. 16). His definition of vane 
voluntary unemployment is fully consistent with this attitude. A man is con. stabl 
sidered to be voluntarily unemployed “if he can get a job at any occupation, his \ 
at any wage, anywhere (and whether at day or night work)” (p. 64). payn 
A large part of the book is devoted to the establishment of such propos. Th 
tions as that there is “no multiplier in deficit spending” (p. 66). The analysis subsi 
cannot readily be summarized but the intensity of analysis engaged in here catio 
may perhaps be illustrated by a summary statement: “Of itself, public spend. regul 
ing merely represents the balancing deficit of the production-consumpticn ship, 
economic budget out of balance in terms of a full employment parity price mend 
(price $1.00)” (p. 73). A few good points are raised in the multiplier discus- direct 
sion. Employment will not rise in so far as the public expenditures are dis recelj 
sipated in higher prices and in so far as public relief expenditures merely be ca 
supplant individual dishoarding. Ine 
Economists who specialize in fiscal theory should read this book because o/ the s 
its analytical pretensions. Perhaps when economic conditions change and tentic 
presently unrealistic assumptions become realistic some of the conclusions high | 
may become more generally palatable. Who can say when a Gesell of today— Th 
and which Gesell—will influence the Keynes of tomorrow? use 0 
Haroip M. Somers bring 
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Taxes without Tears. By DonALp Bartey Marsu. (Lancaster: Jaques Cat: Cor 


tell Press. 1945. Pp. xvi, 207. $2.50.) 

Fiscal policy as an instrument for the enhancement of general welfare 
vigorously defended in this volume. The author, assuming that private enter 
prise “is likely to remain the most important sector of the economic system 
for some time to come,” contends that free enterprise ought to mean “free 
dom from unemployment, monopoly, and gross inequality in the distribution 
of income” (p. 177). An aggressive and enlightened policy of federal finance 
is held to be essential to freedom from these acknowledged economic ills. 

This book has been systematically prepared and is conveniently divided 
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into three parts. It seeks to show that fiscal measures may be used effectively, 
as means of attacking the problem of monopoly; and finally, as devices for 
lessening inequalities in wealth and income distribution. The section dealing 
with employment is direct and challenging, being based upon the familiar 
‘dea of a flexible budget. The suggested method of handling monopolies is 

el and, as the author admits, it is likely to be regarded as impracticable. 
The treatment of the perennial issue of inequality is orthodox in the large, 
except that more than usual emphasis seems to be attached to the réle which 
inheritance taxation should play in yielding a solution. Helpful to the reader 
is the concluding chapter containing a concise summary of suggestions made 
in each of the separate parts of the book. 

The well-known thesis that total expenditures, public and private, must be 
vanced with force in Part I. It is pointed out that balanced budgets and 
stable tax rates are not always conducive to full employment. In presenting 
his views the author supports, with reservations, the spendings tax, direct 
payments to consumers and an interest-free national debt. 

The reader is reminded in Part II that, where monopoly exists, a concealed 
subsidy is taken from the public in the form of restriction in output, misallo- 
cation of resources and lower real income. The remedy may be found in 
regulation, which to date has been ineffective; in extension of public owner- 
ship, which is currently inadvisable; or in fiscal policy, which is recom- 
mended as a means of obtaining optimum output on the part of monopolies. A 
direct subsidy is proposed for monopolies. When this is added to marginal 
receipts, production on the part of monopolistic businesses could profitably 
be carried further. The monopoly profits could be taxed if desired. 

Inequality in distribution affects investment and employment. In Part III 
the shortcomings of the progressive income tax as a remedy are cited. At- 
tention is focused on the inheritance tax as a powerful weapon for achieving a 
high degree of equality without harmful indirect consequences. 

This book is worthy of careful study and it should stimulate interest in the 
use of fiscal policy for a variety of purposes, although it probably will not 
bring many converts to the altar. The proposals for handling the monopoly 
problem appear to weaken, rather than to strengthen, the treatise. On the 
whole, however, a point of view on a controversial issue is skillfully presented. 

C, Warp Macy 

Coe College 


Money and Banking; Short-Term Credit 


'd and the Gold Standard. By Epw1n W. KemMMeReER. (New York: Mc- 
Graw-Hill, 1944, Pp. ix, 238. $2.50.) | 
Professor Kemmerer’s objective in writing this short volume as stated in 
‘ne Preface is to make a contribution to the formulation of an intelligent 
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public opinion on the problem of rehabilitating the monetary systems of the 
world after the war. The reader who looks for practical guidance as to the 
best method of meeting the pressing and exceedingly complex problems jp. 
volved in such a rehabilitation of the world’s monetary systems is bound 
to experience a feeling of being lead by Professor Kemmerer around the 
fringes of the problem without ever coming to grips with it. He will find n 
reference, for example, to the problems of blocked sterling balances, the 
anxiety of Latin America countries concerning the eifect of the shutting of 
of wartime demands on their balances of payment, the economic and political 
forces driving all European countries to take continuing government control 
of foreign trade for granted as a necessity of post-war rehabilitation of their 
economies, the association in the minds of the British people of deflation and 
unemployment with the idea of the gold standard, the immense problems 
created by large internal debts for the banks of our own and other countries 
and the consequent domination of the level of interest rates by fiscal con. 
siderations, the special balance-of-payments difficulties of Great Britain— 
and many other problems which are, to most minds, very intimately con- 
nected with the rehabilitation of a world monetary system. There is no 
reference to Bretton Woods in this volume, no reference to state trading 
and, except for the statement that they should be gradually removed, hardly 
any reference to exchange controls. 

Professor Kemmerer would reply, no doubt, that these various matters are 
not part of his subject, which is several times referred to in the body of the 
book as gold money and the gold standard. There is a rigid separation 
in Professor Kemmerer’s mind between the study of the formal principles 
governing a monetary standard and the study of the environment in which 
such a standard has, perforce, to function. It is revealing to anyone who has 
not been trained by Professor Kemmerer to make this very sharp distinction 
to read on page 49: 


The gold standard in England from 1821 to 1914, therefore, calls for very 
little historical discussion. Generally speaking, it functioned in an orthodox 
way, accompanied by many important developments in the bank-note and 
deposit-currency structure, which do not concern us here. . . . Concerning 
this gold-standard, one can quote without much qualification Carlyle’s wel: 
known aphorism, “Happy the people whose annals are blanks in history 
books.” 


Having eliminated so much from the scope of his book, Professor Ken: 
merer treats what remains clearly and simply and arrives at a prescription 
for the solution of our present-day problems of monetary rehabilitation whic 
is based, it seems fair to say, much more on the monetary experience of tht 
world before 1914 than on the experience of recent years. 

In fact, Professor Kemmerer says on page 203, “The experience of the 
world since 1914 throws very little light on the subject of the internation’ 
gold standard.” He gives two reasons for this generalization: (1) that te 
world has had only a very limited experience with the international 0" 
standard since 1914, and (2) that nearly all the experience it has had has bea 
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with new forms of the gold standard established by financially weak govern- 
ments in a very unstable post-war and wartime world. It is therefore natural 
that, in giving his prescription for the monetary standard of the future, Dr. 
Kemmerer identifies himself with a famous passage of the report of the Mac- 
millan Committee which states that, “There can be little or no hope of prog- 
ress at an early date for the monetary system of the world as a whole 
except as a process of evolution starting from the historic gold standard.” 

In leading the reader to an appreciation of the merits of the historic gold 
standard, Dr. Kemmerer treads a well-worn path. He takes the reader 
through the early origins of metallic money, the long historical struggle be- 
tween gold and silver, the triumph of the gold standard in England and the 
history of our own difficulties with bimetallism. Throughout this discussion, 
which occupies one-half of the book, he rigidly excludes any treatment of 
banking problems but deals extensively with problems of coinage, The reader 
ff our own day may be excused if he wonders at times whether he is indeed 
being helped toward an intelligent appreciation of the problem of monetary 
rehabilitation in 1945. 

Professor Kemmerer deals with the breakdown, recovery, and relapse of the 
international gold standard between 1914 and 1936 in a brief chapter of 
twenty-five pages. He reviews briefly arguments for and against a return 

pre-war parities after the First World War, but takes no position on the 
merits of the question. He contents himself with saying that there is no 
question but that many economic hardships experienced during the twenties, 
especialiy by Great Britain, are attributable in high degree to the policy 
f deflating to pre-war gold parity. He singles out as the most important 
facts concerning the gold standard of the twenties: (1) the war-weakened 
and distorted economic milieu in which the gold standard had to function, 
2) the changed and ebilitate character of the gold standard, and (3) the 
brief period of its operation. 

Professor Kemmerer’s summary of the changed economic milieu of the 
gold standard after the First War, though brief, is comprehensive. It does 
not, however, appear to lead, in the remainder of his treatment, to any 
modifications in his views concerning the appropriateness of the pre-1914 

stem for modern conditions. Professor Kemmerer follows up, instead, 
the theme of the new weaknesses introduced into the gold standard by 
analyzing the gold bullion and gold exchange standards of the inter-war 
period, leaving the reader to assume that the pre-1914 arrangements would 
have been preferable. 

Following this analysis, Professor Kemmerer draws up in Chapter VII 
a balance sheet of the gold standard. Because he here states fairly some of 
the criticisms made against the orthodox conception of the international gold 
standard as well as its virtues, this will be perhaps the most interesting 
chapter for the general reader. 

He passes directly from this to a final chapter on the monetary standard 
of the future without referring again to a changed milieu. Most readers will 
find this a little disconcerting, since the milieu has certainly been changed 
4s much by this war as by the last. 
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Dr. Kemmerer’s concept of the rdle of management in modern monetary 
systems is here clearly stated as follows: 


All monetary standards in modern times are more or less managed, |; 
is not a question of the presence or the absence of monetary management. 
but rather of the extent and character of that management. With the gold 
standard, the management that will be required should be imposed upon , 
monetary system that is fundamentally automatic in its functioning ang 
should be conducted according to certain established principles that will be 
accepted by the world’s leading central banks under the authority of their 
respective governments, 


This is the key to his practical recommendations which aré (1) avoidance 
of “stabilization competition” by international consultation on exchange 
rates, (2) stabilization of monetary units at approximately their current 
values, (3) avoidance of inflationary policies, (4) gradual abandonment oj 
exchange controls, (5) de facto stabilization when prices have reached their 
natural level, and (6) de jure stabilization. He recommends at the end of 
this process the gold coin standard for the richest nations and the gold ex. 
change standard for the poorer ones, Finally, Dr. Kemmerer advocates the re- 
establishment of central banks rather than governments as the ultimate 
monetary authorities and the development of an international bank which 
would be a central bank for central banks. 

Wm. Apams Brown, Jr 


W ashington, D.C. 


Sistemas Monetarios Latino-Americanos. Vol. I. By BENJAMIN CorRNEjJO, and 
others. (Cordoba, Argentina: Imprenta de la Univ. Nac. de Cordoba 
1943. Pp. x, 502. 19 pesos.) 

One might expect a book with this title to provide the reader with a well 
rounded discussion of the structure and functioning of the monetary and 
banking system of each of the countries included. So oriented, and organized 
according to some basic plan, it could have served as a useful reference work 
for the student of Latin-American economic problems. Unfortunately, hov- 
ever, the eight separate essays vary widely both as to subject matter covered 
and as to length and thoroughness. Apparently each contributor was given 
carte blanche to write upon whatever aspects of his country’s monetary system 
or experience interested him. The result is a volume without integration. 

Although its title is certainly misleading, the book is not without useful- 
ness, especially to the student of monetary history. The chapters on Vene 
zuela and Colombia, for example (16 and 20 pages respectively), furnish 2 
very brief history and an outline sketch of currency and banking laws; the 
chapter on Paraguay devotes itself mainly to monetary history and to e& 
change control; while that for Chile is concerned almost entirely with the 
increasing tendency of the Central Bank since 1931 to become a source 0 
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loans to the government and thus to generate inflation. The chapter for 
Mexico | is another which is largely historical. On the other hand, the different 


tailed tre reatment, though there is little on the structure and functioning of the 
banking system. Perhaps the best-rounded section in the book is that dealing 
with Peru, where about half the total space (35 pages) is devoted to the 
varving fortunes of the gold standard in that country since 1900, the re- 
mainder to an analysis and criticism of the Kemmerer plan (1931) for the 
{nancial reorganization of Peru and to subsequent monetary developments. 

Much the longest section of the volume (some 200 pages) is that on Ar- 
centina. Of this, over half is purely historical, the rest an elaboration of the 
legal status of the Central Bank and of its operations since its creation in 

134. To the extremely interesting system of exchange control in Argentina, 
only three pages are devoted. 

So far as the book has any unifying theme, it is to be found in the common 
experience of the eight counties with depreciated currency—an experience 
which is an understandable result, as the introduction points out, of their 
lack of economic development, of turbulent political conditions, and of a 
consequent vi eak fiscal position, which led government after government re- 
peatedly to finance its needs by direct government issues, or later, by borrow- 
ing from the newly-created central banks. 

The Latin American countries not covered here are to be treated in a 
second volume. It is to be hoped that greater adequacy and continuity of 
treatment will there be provided. 

P, T. ELLSworTH 

University of Wisconsin 


International Trade, Finance and Economic Policy 


United States Shipping in Transpacific Trade, 1922-1938. By WALTER A. 
Rapius. (Stanford University, Calif.: Stanford Univ. Press, in codpera- 
tion with the Am. Counc., Inst. of Pacific Relations. 1944. Pp. xvi, 204. 
$3.50.) 

Post-war American merchant marine policy is a topic of great current im- 
portance and presents problems which cut across many of the major domestic 
and international issues confronting the entire reconversion program. 

The author has studied the transpacific segment of United States overseas 

ipping for the years 1922 through 1938, or roughly for the period between 

World War I and World War II, on the basis of which he makes three recom- 

mendations for future American shipping policy. These are: (1) Shipping 

statistics should be compiled on the basis of the routes actually sailed by 
vessels rather than on the present basis of “trade routes” which are arbitrarily 
chosen to show movements between United States coastal districts and-indi- 
vidual foreign countries. (2) For the most efficient operation American vessels 
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should not be restricted by long-term subsidy contracts to a limited range oj 
ports, nor to fixed routes; but should be permitted sufficient flexibility to take 
full advantage of changes in the flow of trade, and to seek balanced cargog; 
wherever they may originate en route. (3) The large outbound volume oj 
low-value, bulky commodities in the transpacific trade which is not balanced 
by an equivalent amount of imports presents a promising opportunity for the 
employment of “Liberty” type vessels as subsidized tramp carriers, 

Certainly, pre-war shipping statistics can be improved in many instances. 
and for intelligent administration they should be more complete, more ac. 
curate, and more uniform. Anyone who has tried to use them will testify to 
this and the author’s suggestion in this regard is a constructive one, 

As for the second recommendation, which in itself exemplifies the need for 
more complete statistics for efficient administration, there can be no ques. 
tion but that “The [ Maritime] Commission should weigh national gain agains: 
local loss, and determine whether or not it is worth while to subsidize w- 
necessary inefficiencies in foreign services to protect local interests” (p. 186) 
In this connection Dr. Radius’s attack on Sec. 809 of the Merchant Marine 
act of 1936, which modifies the competitive bidding provisions by permitting 
the Commission to give preference in the awarding of contracts to persons 
having local support, is well taken. This sop to regional interests is not con- 
sistent with the otherwise strict competitive bidding requirements of the act 
and should be rescinded. I believe, however, that the author fails to indicate 
the real cause of confusion when he criticizes the Commission for being unduly 
influenced by this provision. The awarding of a freight service operating from 
Puget Sound to the Orient to the American Mail Line instead of to the 
American Presidents Line, which had entered a higher bid (p. 180), is the 
sole evidence for this accusation. The acceptance of an unfavorable bid is 
always difficult to justify, and it is true that the Commission tried to explain 
its action on the basis of Sec. 809; but in the only other case where this issue 
arose (the awarding of the Pacific-Argentine-Brazil Line to Moore-McCormack 
Lines, Inc.), the Commission refused the lower bid entered by locally sup- 
ported interests. It leaves the Commission with a divided record on this point, 
but more importantly, it suggests that there was probably another factor in- 
volved in awarding the Puget Sound-Orient Line to the low bidder; and that 
is the fact that the high bidder was almost entirely government-owned, and 
was controlled by the Maritime Commission itself. There have been numerous 
other instances where the Commission has leaned over backward to promote 
private investment in American shipping; and as this has been a consistent 
aspect of Commission policy, while localism has not, this appears as a mort 
likely explanation of the Commission’s action, 

While it is true that the Commission did not effect a consolidation 0! 
American lines in the transpacific trades which would permit them to enjo) 
the greater flexibility of operation which Dr. Radius believes essential to the 
highest efficiency, it should be remembered that the Commission did promote 
such consolidations on almost all other trade routes. Why the Commission 
did not do so in the transpacific trades is an interesting subject for specule 
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‘ion, The answer probably lies in the fact that the dominant American line 
7 these trades, and the one about which a consolidation could most logically 
be arranged, is the government-owned and Commission-controlled American 
Presidents Line. Here again it appears that rationalization of the industry 
was impeded by the Commission’s scrupulous observance of the policy of the 
1936 act which required that the American Merchant Marine should be 
privately owned and operated in so far as might be practicable. It is to be 
oa retted that Dr. Radius did not investigate this aspect of American ship- 
ping policy; because it might have led him to criticize the real issue which 
has long confused this country’s merchant marine program, i.e., the failure to 
reconcile the conflicting criteria arising from the dual rdle of shipping. Mer- 
chant shipping is of strategic as well as of commercial importance, and for 
this country the strategic importance far outweighs the commercial. For years 
commercial criteria have been applied to evaluate a shipping program which 
should have been judged in the light of strategic considerations, Once the 
industry’s strategic importance is fully realized, the issue of government versus 
private ownership can be seen in its proper proportions. 

Contrary to the validity of the author’s first two policy suggestions his 
third, to subsidize American tramp carriers, is far more dubious. While this 
may be expedient during the post-war transition period, it is very question- 
able as a long-term program. It is quite true, as the author’s statistics very 
clearly reveal, that the excess of bulky, low-value exports over imports from 
several of our coastal regions have made these trades attractive to foreign 
tramps; but it is quite another matter to subsidize American vessels with their 
high operating costs to compete where even the British have often found their 
wage rates too high. It would be very much more econemical to place our 

“Liberty” ships in lay-up where they can be maintained as a strategic reserve 
for $5000 per annum or less each—far less than it would cost to subsidize 
them as tramps. Some overseas operation of American vessels is necessary, but 
let us concentrate on fast liner services where our competitive disadvantage 
is not so great and leave the tramp services to those foreign countries who can 
perform them efficiently and most of whom need the opportunity to earn 
dollar exchange. 

In addition to Dr. Radius’s suggestions for policy, students of this subject 
will welcome the excellent statistical chapters in which he has shown the tre- 
mendous importance that the Japanese Merchant Marine had assumed in the 
transpacific trades during the period studied. He has shown also the in- 
creased participation of our Atlantic and Gulf Coast ports in our transpacific 
trades, and the relative decline in this traffic suffered by our Pacific ports. 
Although this trend had been manifest for some time, it does seem odd that 
no mention is made of the effect of the 1934 and 1936 Pacific Coast maritime 
strikes on this transition, in spite of the fact that the 1936 results are, for 
other completely satisfactory reasons, minutely analyzed in a separate chapter. 


DANIEL Marx, JR. 
Dartmouth College 
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Public Control of Business; Public Administration; 
National Defense and War 


Demobilization of Wartime Economic Controls. By JOHN MAURICE Ciarx 
Research stud. of the Committee for Econ. Development. (New York: 
McGraw-Hill. 1945. Pp. xiii, 219, $1.75.) 

A surprising degree of unanimity of opinion on the “demobilization” oj 
wartime controls has emerged in the past fifteen months. Professor Clark’s 
sketch of the backtracking in which we are now engaged can arouse little 
opposition. When he prepared the first draft of his book, there was lively 
controversy and a deep uncertainty as to the kind of national problems we 
would encounter after V-E Day. Collapse of war spending and sharp unem- 
ployment pointed to deflation, in the minds of some; others saw a sudden re. 
lease of buying power, labor shortage, and a strong push toward an inflation. 
ary spiral. A year later the atmosphere had cleared and we could foresee 
nothing so clear-cut and, we hoped, much less to worry about until V-J Day 
actually overtook us. Since then controversy has resurged. 

Consequently, what we immediately desire from the author is a new edi- 
tion aimed solely at the post-V-J Day uncertainties. It is disappointing to 
find that “the catching-up period will be adventurous and will probably be 
marked by vicissitudes” (p. 162). Most of Professor Clark’s long-run sug- 
gestions are stimulating, e.g., the need for experimenting with new forms of 
wage payment (p, 175), the greater bargaining power and control over costs 
suggested for authorities in charge of future public works programs (p. 180). 
But the exploration of these is all too brief. 

Two chapters are of particular value. Chapter V provides a succinct 
résumé of the control structure during wartime, on a broad front. Control 
of credit, transportation and export trade have been just as much a part of 
wartime planning as the direct regulation of production, prices and wages 
Chapter VI offers a similar summary of the shifts in the control pattem 
after victory in Europe (though written before V-E Day actually occurred 
The emphasis on shipping shortages, and the persisting manpower difficulties, 
has been justified by the actual events of the brief phase of the Japanese 
war. Continued rationing of consumers’ durables and continuation of price 
control are both supported by the author. The genera! perspective in these 
two chapters is excellent. 

Inevitably, the following chapters (VII, VIII, and IX), dealing with the 
actual reconversion period after the Japanese interlude, must tread on the 
areas staked out by other investigations sponsored by the Committee on 
Economic Development. The level of unemployment benefits, inflation con 
trol, wage policy, and positive efforts to attain full employment are @l 
touched upon. There are extensive cross-references to other C.E.D. studies, 
already published or proposed. Perhaps the material presented in these 
chapters—and it is necessarily abbreviated—is best described as an appetize! 
aimed at sharpening the wits and wants of the C.E.D. audience. By suc 
a standard, these chapters also are excellent. 
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Perhaps in a book designed to be one in a series, with a specific audience 
in mind, this shift of balance can be negotiated by a later author on the 
Committee for Economic Development’s able team. The Committee can take 
credit for producing a sane and solid (the latter adjective in its slang usage) 
appraisal of the period which began in early 1944. It is thorough, and clearly 
differentiates the major trio of production, price and wage controls from 
the minor array—transportation, import-export, subsidy, contract termina- 
tion, surplus property, and rationing. The government agencies entrusted 
with the job of choosing the alternatives in all these fields did their hardest 
work in the August-October period of 1944, when the threat of German 
collapse was a daily prod. The basic differences were resolved, in nearly all 
cases, in Professor Clark’s favor. Congress has subsequently stepped in to 
resolve a surprising number of the issues or to approve tentative decisions 
reached by the various administrative agencies, It is unfortunate that Pro- 
fessor Clark could not point out this acceptance of legislative responsibility. 

But the hardest part of the task is often not the basic policy choice. 
“Preparation for prompt reconversion and re-employment after fighting ends 
is the most important civilian need . . . more important than a few more 
consumer durables released a little sooner” is a dictum with which it is 
hard to quarrel. But to determine the best means of achieving that prepara- 
tion, and whether two birds can’t be killed with one stone, is not easy. Advice 
from industry is either too general and sketchy, or too narrowly detailed, to 
be of much help to government administrators. Professor Clark, having 


to concede their difficulty. He gives counsel of perfection in several places, 
by stressing the need for maintaining a high quality of war-agency person- 
nel in the de-control period. He could have laid much more stress on the 
point that the placing of wartime powers in the hands of newly-created and 
specialized agencies results in a centrifugal force hastening the de-control 
process, The strength of this force has not been often realized; it is distressing 
to some groups not numbered in the audience to which Professor Clark’s 
book is addressed. 
SHAW LIVERMORE 
Washington, D.C. 


The History of the New Deal. By Bastt Raucn. (New York: Creative Age 
Press. 1944. Pp. xi, 368. $2.50.) 


There was not one, but two New Deals, according to Rauch. The first was 
centered on recovery, and to this end employed conservative means borrowed 
in the main from President Hoover. The second, beginning in 1934 and 
brought to a close with the deepening of the world crisis in 1938, began with 
the failure of NRA, the AAA, and allied measures to eliminate unemploy- 
ment, and thereafter employed many new and novel devices of a reform nature 
designed to promote recovery by shoring up the income of the underprivi- 
leged, on the one hand, and by curbing the depression-favoring practices of 
the vested interests, on the other. The second New Deal was no more suc- 
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cessful than the first in achieving prosperity, but it did result in a “massiy. 
body of domestic laws” able by 1944 to reélect Roosevelt for two additiong 
terms: “the Tennessee Valley Authority Act, the Glass-Steagall Banking Aq. 
the Gold Reserve Act, the Securities Exchange Act, the Reciprocity Trax 
Agreements Act, the National Labor Relations Act, the Wealth Tax Act, the 
Agricultural Adjustment Act, and the Fair Labor Standards Act” (pp. 339. 
340). 

The first New Deal was characterized by (1) a general policy of appeay. 
ment of business, (2) specific legislation intended to give business—particy. 
larly big business—the leadership in pulling the country out of the depres. 
sion through use of the formula of self-government in business under th 
NRA and AAA programs, (3) the naming of leading business figures such a 
Johnson, Peek, and Harriman, and conservative business sympathizers such 
as Moley and Richberg to leading emergency administrative posts, and (4 
economic nationalism—capped by what appears to have been deliberate 
scuttling of the London Conference in 1933—abroad. It was an essential} 
conservative New Deal, and it was a well-nigh total failure. It did not bring 
recovery; it did not appease business; it did not satisfy farmers—most of the 
AAA payments having gone to big farmers and mortgage holders—and it was 
used to promote a national campaign of company unionism which nearly cost 
the administration its labor support. 

Nevertheless, the Administration, Rauch continues, maintained its faith in 
the business system, private property, the “profit motive,” and in the insti. 
tutional paraphernalia appropriate to capitalism as a whole, and that simp) 
because it held that the system of “free enterprise” was at bottom sound. 
But by 1934 the intransigence of business appeared as a rule-or-ruin affair, lev 
with the Liberty League leading the hounds. Caught between the no-com- t 
promise attitude of business and the rise of racketeering and crackpot move- 
ments such as those of Huey Long, Father Coughlin, and Townsend—able at 
any favorable juncture to roll up a mass-following should labor leave the ant 
Administration table—the President moved to save at once business against 
itself and himself from the reaction of popular disillusionment by resort ' 
programs designed to promote mass purchasing power. Social Security, the 
WPA, special aid to housing, and the Labor Relations act traced the larger 
outlines of the new policies and set the pace. Scarcely under way, the whole 
program was nearly scuttled by a series of adverse Supreme Court decisions 
the “Hot Oil” case, the Railroad Retirement act, the Humphrey resignation 
case, the Farm Bankruptcy act, the NRA, and several others falling to the 
judicial axe. Through the court reorganization proposal the Administration 
succeeded in forcing a change in both court interpretation and personnel, even 
though it lost the case before Congress, Thus secured from the rear, lav } 
were redrafted to secure passage and approval without losing much of their , 


original substance. 

Two things stand out in retrospect. First, conservative interests—big bus: var 
ness, the bourbon South, and the middle west farm bloc—never accepted the ren 
President, the New Deal, or the New Deal’s leading supporters. Step by ste?, mf 


and at almost every turn, they fought the legislation or sought to control i 
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in such a way as to defeat every liberal feature in the original proposals. 
Sometimes—as in the case of NRA—they did both at the same time. Here 
the political genius of Roosevelt consisted in his ability to wring concession 
after concession out of Congress clearly dominated by these three groups. 
But he could not hold back indefinitely their slow union regardless of how 
effective he might be in appealing over their heads to the people. They might 
be given pause for a moment, but soon like Fabre’s caterpillers they once 
again picked up the trail. Roosevelt was saved from impending defeat at the 
hands of Congress by the turn of international events which permitted—if, 
indeed. it did not make necessary—gradual abandonment of the domestic 
front, while his leadership in foreign affairs soon appeared so effective as 
once more to nullify the combinations opposed to him. 

The shift resulted, in the second place, in bringing the domestic reform 
program to an end. With it the New Deal ended also. The “honeymoon” of 
the early thirties was followed by a second “honeymoon” of the late thirties 
and early forties. Both times the President’s success was based upon the 
inability of Congress to oppose him openly or on principle so long as he held 
his tremendous popular following. And he held that popular following even 
though he had the press overwhelmingly against him, and despite the fact 
that the second New Deal did not bring the depression to an end nor set the 
sights to keep us out of war. 

Rauch’s History of the New Deal is well organized, readable, and interest- 
ing. It will appeal to lay and specialist readers alike. One rarely finds recent 
history so well put together. The author is a warm advocate of the New Deal. 
The material is intensely controversial. Yet he will offend the sensibilities of 
few readers. A few factual errors mar occasional pages, such as the statements 
that farmers made up 50 per cent of the population in 1929 (p. 8) and that 
600 NRA codes were in operation by September of 1933 (p. 37). Yet such 
slips are few and far between and they detract but little from a workmanlike 
nd useful survey. 

RosBert A. Brapy 

University of California 

Berkeley 


Industrial Organization; Price and Production Policies; 


Business Methods 


Small Business and Venture Capital: an Economic Program. By RuvotpH H. 
WeissMAN. (New York: Harper. 1945. Pp. xii, 174. $2.00.) 
The effusions about small business that are now emanating from so many 


} quarters show a frequent tendency to personify the “little fellow” as economic 


virtue and to garb “big business” in the villain’s rdle. This romanticism is 
reminiscent of magazine serials and the motion pictures in which the small 
cottage and the Park Avenue apartment symbolize opposite ends of the moral 
scale. As a means of creating a mood and disposition to action the device is 
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highly effective, as recent state and federal legislation amply demonstrate, By; 
it falls short of establishing an economic case for the deliberate nurture oj 
small business as a matter of policy. 

The present volume (by a member of the staff of the Securities and fy. 
change Commission) here under review is not, as its title seems to sugges 
confined to the problem of securing venture capital for small business, Aboy; 
one-half of it is concerned with the growing dominance of large firms in th 
American scene. And despite occasional lapses the discussion throughout js 
comparatively free from the rhetoric and romanticism referred to above. 

After an introductory chapter which opens with “Now is the time for a 
good men, regardless of party, to come to the aid of small business,” the nex 
two chapters analyze the difficulties in obtaining capital for the initiation ¢ 
expansion of small business enterprises. There is not much new material here 
but the existing data are conveniently, if somewhat uncritically, summarized 
The long-recognized dilemma of how to combine safety to the provider oj 
funds with full freedom to the user thereof is effectively posed by examining 
the relatively poor success of various schemes for making capital more readily 
available to small firms. After discussing other proposals the author proposes 
a quasi-public corporation tied into the Federal Reserve System but financed 
by the member banks through stock purchase. This corporation, which would 
have branches possessing a high degree of local autonomy, would have author. 
ity to purchase equities as well as make loans, Actually the proposed cor. 
poration whose full details cannot be reported here would also be a “service 
corporation” supplying engineering, management, and accounting services 
its clients for a fee in a manner very like some of the best public utility hold- 
ing companies dealt with their subsidiaries before the Public Utility Holding 
Company act of 1935. 

The remainder of the book (Chapters V-VIII) is not directly concerned 
with the capital procurement problem in small businesses. It deals rather 
with ways and means of strengthening the general position of small business 
by a multilateral attack on the “monopoly problem” in contemporary Amer- 
ica. Among the proposals discussed, both historically and to some extent 
analytically, are federal incorporation, incentive taxation to small firms, re- 
form of the patent laws, etc. The book closes with a strong imsistence upon 
the close connection between the preservation of small business and the main- 
tenance of democracy. 

As can be seen, this volume covers a lot of territory in 164 pages of text 
It is by no means a definitive study of the economic aspects of the problems 
of small business firms. Even as a summary and interpretation of the finding 
to date, readers will find occasions for sharp disagreement. But as a survey (0 
pose the problems of small business and as a digest of various proposals fot 
their alleviation to be put in the hands of undergraduates or the general 
reader, the book has decided merits. And this was apparently the author: 
intention. 

NorMAn S. BUCHANAN 

University of California 

Berkeley 
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Mining; Manufacturing; Construction 


The Economics of the Pacific Coast Petroleum Industry. Part I: Market 
Structure. By Joe S. Barn. (Berkeley and Los Angeles: Univ. of Cali- 
fornia Press. 1944, Pp. xiii, 221. $2.75.) 

It is difficult to make a fair appraisal at this time of the investigation upon 
vhich Professor Bain has embarked because it is not yet complete and the 
resul mably most useful parts of it are yet to come. The entire study, of which 


nner of a nentinaiad market upon price policy and business behavior, and 
the consequence of such policy and behavior in relation to public welfare 


and to publ lic policy. Part I, which is the volume under review, purports to be 
primarily a description of the market structure of the Pacific Coast petroleum 


| industry with some advance indication of those objective circumstances and 


business relationships most likely to be influential in shaping the pattern of 
industry policy and behavior. Part II will embody the analysis of price, output, 
fluctuations in rate of operation, forms and degrees of competition and other 
market results which, in fact, constitute the sum total of business behavior. 
Finally, Part III will investigate the bearing of this behavior upon the economy 
generally and will explore the problems of public policy arising out of such 
market results. 
Under this organization of material it would be remarkable indeed if Part I 
turned out to be anything more than a listing of technical facts and institu- 
tional arrangements. While Professor Bain has done on the whole an excellent 
job of assembling a mass of factual material (which no doubt will prove 
valuable to investigators of particular phenomena related to the detailed 
operations of the Pacific Coast petroleum industry), the book as a whole neces- 
ly leaves the reader frustrated over the lack of analytical treatment. This 
rustration is aggravated by Bain’s persistent disposition, after initiating 
ytical inquiries, to drop them with an observation that the significance 
e ae nomena described will be explored in Part II of the study. (For in- 
ance, toward the end of Chapter V the author embarks cautiously upon an 
exploration of the fairly obvious possibility that the technical superiority and 
versatility of certain types of refinery equipment possessed only by the larger 
companies may result in cost advantages; he then drops the subject with a 
notation that “all of these aspects of the market structure, as reflected in 
unascertained differences in cost, presumably exercise some influence on the 
character of market behavior.” This is typical.) 
The entire study as planned is predicated upon a conviction that the 
rouble with contemporary price and market analysis is a tendency to be 
tisfied either with the sterile and unreal findings of purely theoretical 
ig poly analysis, on the one hand, or with the endless accumulation of un- 
re lated iacts after the (alleged) manner of the pure institutionalists, on the 
other. Professor Bain believes that the proper middle course is to assemble, 
interpret, and correlate the objective facts of the market situation for a par- 
ticular product, but to do so selectively on a basis of rejecting facts which 
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cannot be helpful in explaining “market results” and including many kinds of 
facts which are embodied only by implication, if at all, in the generalization; 
of theoretical analysis. 

This is a method which has had some vogue in recent years and promis 
to have more widespread vogue. Professor Bain’s note on methodology give; 
the impression that he regards this method as different in kind from eithe 
theoretical or institutional analysis and as a substitute for both. If the metho; 
is so regarded, serious questions present themselves about its practicability 
The fundamertal weakness in an analytical method which requires exhaustiy, 
investigation and cataloging of the minutiae of environmental and institutiong 
circumstances is that the kinetic rate of environmental change is probably 
much higher than the rate of research performance which can reasonably be 
expected to be attained. 

If, however, the method is regarded as supplemental to the contributions of 
theoretical and mathematical analysis (that is to say, as throwing light upo 
the hidden assumptions and incomplete coverage of pure theory) and asa 
refinement of the indiscriminate descriptive tendencies of pure institutional 
analysis, it is a method which can contribute materially to the understanding 
of price and market relationships, So understood, however, the method migh: 
appropriately be employed with less persistent attention to detail and with 
greater emphasis upon the selection of environmental circumstances having 
major impact upon the pricing process than Professor Bain has employed in 
the volume under review. For instance, a useful if not so complete description 
of the market structure of the entire petroleum industry world-wide could be 
developed in a volume that would not exceed in size Part I of Bain’s work and 
which would contribute much more toward the understanding of market 
phenomena. 

Apart from the foregoing general observations on method, I have the fol- 
lowing comments on the particular manner in which Bain has applied his 
method. 

(1) An examination of the market structure of a particular industry ina 
geographically limited area cannot be satisfactorily undertaken without a 
extensive knowledge of the problems and structure of that industry generally 
There is some evidence in the present case that the author’s familiarity with 
the petroleum industry outside of the Pacific Coast area is limited. For in- 
stance, he comments (p. 13) on the independence and uniqueness of pric 
phenomena in the United States petroleum market in a manner which sug 
gests that he is not aware of the real relationship between United States prices 
and world prices. Similarly, he notes that “the largest American refiners have 
numerous foreign subsidiaries in both production and refining” (although 1 
a footnote listing these American companies he omits the two largest ant 
most important); but goes on to state incorrectly that “these connections « 
not affect a very large proportion of the production in the ‘foreign’ area’- 
although American companies controlled as of 1940, the year covered by mos 
of Bain’s statistical data, some 3614 per cent of petroleum production outsit 
the continental United States. He apparently has overlooked the significance 
of the Mexican trade agreement with respect to the tariff, import and quo! 
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nosition of the United States. He states that “tank ship rates from the Gulf 
C ast via the Canal are as much as two cents per gallon (about 25 per cent 

the refinery wholesale value of gasoline)” (p. 16)—-which implies that eight 
cents per gallon is the normal average refinery wholesale price for gasoline, 
whereas in fact the annual average price at Gulf Coast bulk stations (the 
standard pricing basis) has not exceeded six cents per gallon in the past four- 
teen years. 

2) It is difficult to see how the exhaustive cataloging of particular facts 
about buyers and sellers in a market can be considered to constitute a de- 
scription of a market structure if significant background factors in the in- 
dustrial economy of which that market is a part are described inadequately 
r not at all. This deficiency of Professor Bain’s treatment is particularly 
noticeable with respect to the applicability and the de facto application of 
he antitrust laws to Pacific Coast marketing practices. The author’s exces- 

e caution about antitrust matters is evidenced particularly by his dispo- 
sition to regard as dubious those allegations or indictments to which the oil 
companies have entered a plea of nolo contendere. The implications of a plea 
of nolo in behalf of a corporate defendant should be obvious to the sophisti- 
cated. 
imilarly the treatment accorded to the general issue of conservation with 
respect to petroleum is jejune. The complex theoretical considerations in- 
volved in the question of petroleum conservation, the admixture of engineer- 
ing and economic concepts entertained by oil company executives, the sketchy 
and imperfect conceptions entertained by state officials, and the mechanisms 
f proration and schedule production, adopted with or without public sanc- 
tion, are all integral and extremely important parts of the background and 
environment of oil industry operations. They deserve much more extended 
treatment than some of the trivia to which Bain addresses himself; for in- 
stance, the differential qualities and gravities of crude (which, of course, 


= cancel themselves out in a market where buyers are informed as to specifica- 


tions), and the relative productivity of fields (which has almost no economic 
significance whatever since a “field” is a geologic, rather than an economic, 
generalization) 

(3) Although Professor Bain has collected a large potpourri of numerical 
data on production, refining, transportation, price, number of firms in various 
segments of the industry, and the like, the treatment which he has given to 


sthe data consists largely if not entirely of simple tabular presentation not well 


oriented toward the demonstration of trends or significant relationships. 
(4) The quality of the economic analysis cannot, as has been said before, 


be fairly appraised since the author repeatedly asserts that he will get down 


to the real analysis when he writes Part II. Nevertheless, the analytical 
treatment is conspicuously inadequate with respect to (a) the significance 
oO! transport facilities, control of which by a relatively small number of 

ge companies is, both nation-wide and in the West Coast area, a determining 
Consideration with respect to price patterns in the crude and products 
markets for petroleum; (b) the significance of anticipated costs and revenue 
expectations in crude petroleum production (the statement on page 42 that 
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“neither the long- run nor the short-run costs of oil production are very closely 
related to its price” being indefensible); and (c) the significance Of produc 
differentiation (which receives quite superficial treatment in the discussion yj 
retail marketing where it is important, and which is explained away in the dis 
cussion of the crude petroleum trade by a statement that it will not influeng 
the general level of crude prices because “quality differences are precise! y 
reducible to price terms”—-when, as a matter of fact, this statement ; 
equally valid of quality differences in petroleum products, the distinction being 
that the buyers of crude buy on specifications, whereas the buyers of producis 
particularly gasoline, buy on the basis of impulses created in part by advertis 
ing effort.) 

in summary, those who have survived a ) reading of Part I will book. f 


more orderly pattern will emerge. 
Joun A. Lortus 


Washington, D. C. 


Agriculture; Forestry; Fisheries 


A Guide to Wheat Studies of the Food Research Institute—W heat in th 
World Economy, By J. S. Davis, HELEN M. Gipps and ELizasers 
BRAND TAyLor. (Stanford University, Calif.: Food Research Ins. 
1945. Pp. vii, 222. $2.00.) 

This guide is in three parts. Part I consists of half-page abstracts of the 
180 studies in the 20 volumes of Wheat Studies; Part II, of a reprinting of 
the tables of contents of the 20 volumes, a listing of the separate article 
by authors, and a listing of the “Special Studies” by subjects; and Part Ill 
of 107 pages of composite indexing of the 20 volumes of Wheat Studies, Dr. 
Davis designates two purposes of this guide: one, to help readers “find with 
eaSe the data on and discussions of numerous specific matters”; the second 
o “open this mine of information to others who have not hitherto seen or 
used Wheat Studies and who are aware of no interest in wheat as such. 
To those who know the meticulous care 8 with which the Food Research Insti- 


and indexing has been carefully and greta done, and tha this 
guide will be of great help to those who have or acquire an interest in wheat 
Of more interest to the general economist is the meaning of this twenty: 
year effort. Dr. Davis realizes this. “Indeed,” he writes, “the effort that ha 
gone into them is justified partly by the fact that the Institute has take 
wheat as me social- science equivalent of the white rat, the guines pig, @ 


which sei a high degree of concentration may have had on the minds 
and mental habits of the Food Research Institute’s “slowly changing gro 
of cooperating scholars.” Fifteen years ago, for example, it led one of them 
Dr. Holbrook Working, to take the position, in a paper read before 
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International Conference of Agricultural Economists, that there is little 
yse talking about a general theory of commodity prices, that what we must 
is a theory of wheat prices, a theory of steel prices and so forth. 

Joun D. BLACK 


have 


Harvard University 


rid Wheat Production: Its Regional Fluctuations and Interregional Cor- 
relations. By V. P. TrmosHENKO. (Stanford University, Calif.: Food 
Research Inst, 1942; 1944. Pp. 48, 52, 48. $2.00.) 

This study was financed by a grant to the Food Research Institute from 
he Rockefeller Foundation, and reported in Wheat Studies of the Food 
Research Institute, Volume XVIII, No. 7, Volume XIX, No. 5, and Volume 
XX. No. 6. The Food Research Institute is rich in accumulated data and 
experienced analysts for undertaking such a study. 

The study was designed for students of (1) the world wheat market, 

fluctuations in agricultural production, and (3) general economic fluctua- 

ns or business cycles. Students of the world wheat market will find this 

a very valuable study. For them, the most significant conclusions arrived at 

rom the study are (1) that fluctuations in wheat yields and output are 

lominated more by random factors than by systematic ones”; (2) that there 

are no significant correlations in variations in yields and output among remote 

regions; and (3) the diversity in variations in yields and output results in 
a stabilization of production in the world. 

The study of the yields and output of other crops leads to conclusions 
hat they fluctuate similarly to wheat. The data as to other crops are not 
very extensive. Undoubtedly many of the characteristics of wheat production 

y over into the production of other crops. In many areas, however, 

heat is not representative of the total agricultural production. For example, 

in tropical areas wheat production is quite unimportant, and would not be 

representative of crop production to any significant extent, The only satis- 

y approach to a study of fluctuations in agricultural production in general 

would be to construct indices of production comprehensive enough to include 
all significant volumes of production for the several states or regions. 

Students of the relation between crop production and general economic 
i tions or business cycles will find in this study much of great interest. 

ificant conclusions are that (1) fluctuations in business appear less 

m than crop yields, and (2) great variations in crops in some leading 
countries may contribute to fluctuations in the world’s business. 
The student who expects definite answers or final conclusions which will make 
iurther investigations unnecessary in this field will be disappointed. Doubt- 
ess some readers of the report will find in it confirmation of their pre- 
ions that there is no foundation for the assumption that cycles in 

top production result in business cycles. Those who are inclined to doubt 
ie existence of business cycles may find some support in this document for 
<epticism also on this point. Some students who are confident in their own 
n that the economic world is dominated by cycles originating in weather 
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cycles transmitted through crop production to the national or internation, 
economy are likely to continue to think that such an hypothesis has not bem 
disproved by this study. Doubtless they will make further excursions over th 
same ground with some modifications in technique and some additional data 
if any can be found—and arrive at conclusions of longer-time cycles and 9 
more definite short-time cycles stated at least more confidently than ay 
the conclusions registered in this study. 

The reviewer does not consider that the lack of finality on many poini 
in this study condemns it. It is very useful. It will save many from fruitles 
speculation and fruitless attempts at analyzing the problems. Some, on th 
other hand, who will not be willing to let the matter rest at this point, 
will use this analysis as a starting point from which to depart or go on. 

It is a little surprising that the author did not examine the effect of ecp. 
nomic factors upon yield and output. Prices, the combinations with othe 
crops, and the stage of economic development in a country are also factor 
in determining the yields and output of wheat and other crops. 

Not the least important feature of the study is the statistical technigy 
applied to distinguish between random and systematic variations, and aly 
in the measurement of variability and in the determination of cycles. On this 
account, the study will be a useful reference in considering the application of 
statistical technique to such problems. 

O. C. 

Washington, D. C. 


Economic Geography; Regional Planning; 
Urban Land; Housing 


Compass of the World. By HANs W. WEIGERT and VILHJALMUR STEFANSSO\ 
(New York: Macmillan. 1944. Pp. xvi, 466. $3.50.) 

This collection of essays by twenty-eight authors, including several geogr 
phers, economists, population experts, and an authority on international lav 
is designed to show the relevance of new geographical facts and principles 
to American post-war policies. In their Introduction, the editors explicit 
reject the ethica? implications of German geopolitics. The professional inte: 
ests of most of the authors, however, naturally induce them to stress ¢ 
vironmental factors, climate, resources, and particularly location in relatio 
to oceans and land masses in explaining the past and in predicting the futut 
of nations. Griffith Taylor, for example, in “Canada’s Role in Geopolitics 
with the aid of maps, some of which to a layman look surrealistic, finds 2 
Canada’s position as a central area in a group of lands with European cultur 
indication of a large position in world affairs. Father Walsh and Presidet 
Bowman, however, take up the cudgels against the mumbo-jumbo and pseutt 
scientific use of statistical and cartographic techniques with which & 
geopoliticians have bolstered their dogmatic predictions of the inevitable 
course of history. 
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Quincy Wright in two essays, “The Balance of Power” and “Population 
Trends and International Relations,” emphasizes institutional and ideological 
‘actors in international relations, Eugene Staley in “The Myth of the Conti- 
nents” effectively demolishes the fallacy that the situation of two nations of 
differing cultures and traditions at the opposite ends of a continuous land 
mass, such as that formed by North and South America, constitutes a logical 
basis for political regionalism. 

Owen Lattimore’s “The Inland Crossroads of Asia” presents a remarkable 
synthesis of geography and history which illuminates the political situation 
in the twilight zone of dubious sovereignty along the Russo-Chinese frontier. 

Air transport’s revolutionary effect on geographical thinking is brought 
B out in a group of essays by William A. M. Burden and other experts. They 
§ chow how, after a lapse of 400 years, the fact that the world is round has 
again become a dominant consideration in international relations. Much 
less hampered by topography than the railroad or the steamship, the air- 
plane, using great circular routes, brings into much closer relations countries 
like China and the United States, which, according to Mercator’s chart, were 
at the opposite ends of the earth, Air transport is the leading motif in eight 
essays grouped under the heading “The Northward Course of Aviation.” 
They present a wealth of descriptive material showing how new technical 
developments, especially rapid transport by air, have promoted the ex- 
ploitation and settlement of the territories surrounding the Arctic Ocean, 
\laska, Canada, and Siberia. 

This symposium has the defects of all such collections. It is spotty and 
frustrating to the reader who is seeking for systematic development of ideas. 
Also for a book on political geography the scarcity of maps and the bad 
appearance of some that are presented are rather strong defects. The editors, 
however, are to be congratulated on their good judgment in selecting and 
arranging their material. 

Percy W. BIDWELL 

Council on Foreign Relations 


Home Ownership: Is It Sound? Joun P. Dean. (New York: Harper. 1945. 
Pp. xiv, 215. $2.50.) 

The title of this book may be misleading. The author is not attacking home 
ownership as such. Rather he “accepts the advantages of home ownership 
where they exist” (italics mine), although according to Dr. Dean they exist 
in but relatively few cases. Therefore he is concerned with the vast number of 
cases in which home ownership is not feasible and more especially is he con- 
cerned over the almost universal acceptance of home ownership as the goal 
for virtually all families in the housing market. The necessity for bearing these 
‘acts in mind becomes increasingly urgent as the evidence piles up to show 
the pitfalls, the complexities, and the magnitude of the maladjustments that 
may flow from unwise ventures into the realm of home ownership by unwary 
purchasers, The literature on privately financed housing has been almost ex- 
clusively on the side of building up the case for home ownership, and Dr. Dean 
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here seeks to “equalize the balance by presenting the too little discussed dit. 
ficulties that arise.” 

The book is timely, coming as it does when the housing shortage is forcing 
home ownership on many as the only means of meeting their present, urgen; 
shelter needs and also when the country is apparently on the verge of a vas 
housing boom which the organized real estate business will attempt to channel, 
to the maximum extent possible, into owned homes. At this point a question 
arises as to whether the book will reach the mass market—those most likely 
to benefit from it. There is no organized group to take this book and do with 
it what the “private enterprise boys” of various stripes have done with Tie 
Road to Serfdom. 

The author assays a difficult and unpopular task in scrutinizing an insti. 
tution so long established, so deep seated, and so widely accepted as a principle 
or ideal of the so-called American way of life. Enthusiasm for home ownership 
—or at least equal opportunity for home ownership—amounts almost to a 
religion in this country. At least, it has all the sanctity of a time-honored cus. 
tom, than which there is nothing more difficult to appraise impartially, par. 
ticularly if that appraisal results in casting any doubt on the validity of its 
universal applicability. On the other hand, no stigma attaches to using or ex- 
ploiting such a creed for personal gain. Play upon the sanctity of the home and 
the spiritual and moral, not to mention social, values it is said to foster and 
stimulate is the means of “softening up” many a prospective purchaser whose 
long-run economic and social ends may (but in many cases may not, according 
to the author) be served by ownership of a home of his own. 

Perhaps the most important contribution of Dr, Dean’s book is the evi- 
dence he assembles to show the interrelation, in fact, the confusion between 
home ownership as a means of meeting the need for shelter and the satisfaction 
of other less tangible wants at the same time. Costs which are incurred for the 
satisfaction of shelter needs are one thing and costs incurred for satisfaction 
of other desires are another. Recognition of these two distinct elements in 
home purchase and forthright evaluation of the costs that each entails would 
inject a realism into the home ownership picture that has been conspicuously 
lacking. Such realism probably would curtail the volume of houses sold and 
perhaps even the number built, but in the long run it should make for a more 
stable market which would be a net gain to all parties to the transaction and 
to all elements of the housebuilding industry. 

This approach to the subject sets the general character of Dr. Dean's 
treatment, which is more sociological than economic, although the book con- 
tains a wealth of economic data. In both fields, however, factual data are 
fragmentary, although the author has made the most of the facts and opinions 
available. Perhaps too much reliance is placed on opinion polls, with all their 
susceptibility to variety of interpretation both by the interviewee and by the 
analyst. On the other hand, cold facts about attitudes are hard to come by 
and this lack must be recognized and the best available substitutes used in the 
interim. 

On the economic side of the picture, home ownership has long been regarded 
as a more or less riskless investment, or even if somewhat risky, then at least 
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worth the risk. Dr. Dean asks not only whether it is really riskless but also 
whether it is an investment, He piles the evidence high in the negative. This 
evidence is not new to economists, and especially to land economists, but nei- 
‘her of those species is a potent force in the market, either as an “influence” or 
as potential purchasers. But many are the would-be buyers who think of an 
yned home as an investment and to whom the transaction appears decep- 
tively simple. They do not understand the cost of debt service; the incidental 
fees attaching to the purchase transaction; the possibility of special assess- 
ments; the necessity for precalculation, at least roughly, of allowances for 
repairs and maintenance, depreciation, and obsolescence—not to mention all 
the risks that may threaten that investment as a result of the rapidly changing 
neighborhood or community scene which is characteristic of American urban 


Perhaps a major lack of the book is too little attention to the other side of 
the picture—the alternative to home ownership, namely, rental housing, Why 
is it so unpopular that families in such large numbers express a desire to es- 
cape from it? What can be done to make it more popular? Why is rental hous- 
ing more or less synonymous with multi-family living? Is home ownership the 
only means of achieving more space, more privacy, more individuality, and 
more of the amenities of living generally? Until some of these questions are 
answered satisfactorily, warnings about the pitfalls of home ownership are 
a voice in the wilderness. But if such analyses as those of Dr. Dean can stimu- 
late some constructive ‘thought and action on these problems, the voice will 
not have been raised in vain. 

The author’s own proposals are more in the nature of some suggestions for 
stop-gaps that might help to stem the high tide of the home ownership move- 
ment which he sees rising in the immediate post-war period. These “insti- 
tutional protections” fall into three categories: (I) discouragement of “those 
who cannot wisely buy” by insisting on more careful scrutiny of the purchaser’s 
ability to buy, by establishing an unbiased counseling agency, and by stimu- 
lating a rental housing program; (2) protection of those who do buy by pro- 
viding an impartial appraisal agency, by getting more flexibility into mortgage 
contracts, by lowering interest rates, and by stimulating comprehensive local 
planning; and (3) by providing some machinery, perhaps a housing exchange, 
which will make possible more orderly disposition in cases of families that are 
forced to leave or give up their homes. 

HELEN C. MoncHOW 

Washington, D. C. 


The Cotton Textile Industry of Fall River, Massachusetts: A Study of In- 
dustrial Localization. By THomas RussELt SmitH. (New York: King’s 
Crown Press. 1944. Pp. xii, 175. $2.00.) 

This monograph provides the first comprehensive presentation of the ayail- 
able data on Fall, River, Massachusetts, from its rise during the first fifteen 
years of the nineteenth century to its decline as a textile center in the last 
twenty-five years. The study is the work of a geographer who is concerned 
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with the economic problems of industrial localization. It is an able piece yj 
work, 

Perhaps its chief shortcoming for the economic historian will be that } 
contains less than 60,000 words on a subject which might well have been cq». 
sidered profitably at a length of 200,000. But it does not set out to be » 
economic history, although its form is chronological. 

Chapter I focuses primarily upon the town of Fall River within the setting 
of the Lower Taunton Valley. Here the geographer is especially at home, api 
the shift from small ship building, local commerce and side-hill farming on ty 
“thin, rocky glacial till overlying the hard granite” of these slopes is well 
corded. This shift to the manufacture of bog iron and the use of waterpoye 
for milling grain preceded the use of the stream to turn cotton spindles, Th 
small fortunes made in these pursuits founded the textile factories of the ney 
generation. 

The author traces the transfer of managerial and technical ability as j 
moves across from the Blackstone River and its Rhode Island origins from 
Slater’s early beginnings. He emphasizes the rdle of the power loom, afte 
1814, in carrying mills to the larger water power sites. He shows how, after 
weaving technique caught up with spinning, and power weaving and power 
spinning could be carried on in the same plant, “economies of large-scale pro. 
duction” were made possible “which called for larger plants, more capital, and 
increased specialization in production and marketing. Joint stock companies 
became the prevailing type of organization and the production of textik 
machinery started to develop as a separate industry.” 

All of these developments quickly emerged in Fall River, and water power 
was adequate to carry the town to a population of 9000 in 1845 from a vil 
lage of less than 100 in the year 1800. Thus Fall River, like a few other coastd 
commercial centers, successfully shifted to industry, thanks to the capital 
entrepreneural ability, and mechanical skills developed in its vicinity during 
the commercial period. 

The author here suggests, but does not develop, the factors which enabled 
Fall River capitalists to establish “the tradition of resident ownership, contrdl 
and management which characterized Fall River’s industry at least until the 
end of the century.” He indicates how the size of the water power mace i 
small enough for development by local capital, and too small to attract the 
attention of Boston capitalists, otherwise occupied with upper New Englast 
and the Connecticut River. 

In Chapter II, Mr. Smith portrays “The Emergence of the Industrial City, 
with special emphasis on the rise of the steam-driven textile mill. The sub 
headings in this chapter indicate the range. They cover the competitive pos: 
tion of steam and water power for cotton mills; improvement of steam engine: 
for textile mills; dates at which Fall River employed steam; effects of the 
Civil War; the post-war booms; the dominance of textile mills and relate 
industries in the city, including textile machine shops and finishing plant 
especially print works. This chapter also considers the locational advantage 
of Fall River and southeastern New England. These included transportati! 
costs on coal and cotton, climatic conditions, and proximity to cloth markets 
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The author attempts to evaluate the locational advantage, and concludes 


S hat. while savings in relation to total costs were probably not very significant, 


they were perhaps important in relation to “that portion of total costs which 
aries in response to location.” Thus, by eliminating the “85 percent of the 
total cost of print cloth production which showed little tendency to vary due 
» locational influences within New England,” Mr. Smith arrives at the 10 or 
12 per cent segment variable within New England. He concludes that this was 
ufficient to attract an increasing proportion of the additions to the industry’s 
apacity, toward southeastern New England. He believes that this advantage 
vas short-lived, reaching its peak in the years of rapid expansion after the 
Civil War, and “increasingly academic” in the face of Southern competition 
juring the 1890's. 

This chapter concludes with consideration of the development of the in- 
lystrial city, in contrast to the factory town. Here the real-estate boom and 
he rise of new commercial fortunes based upon trade in cotton, coal and mill 


findings are emphasized. 


In Chapter III, the author presents the story of interregional competition 
in the print cloth industry, with an account of “Fall River and the South, 
1875-1914.” Here he traces the trajectory of the city from its position in 1875, 
vhen it “was unquestionably the leading textile manufacturing center in the 
country,” to that time a half-century later, when it was on the verge of its 
widely-publicized collapse. The chapter deals with the rise of competitive 
productive capacity in the South, the marked technological advance implicit 
in the perfection of high speed ring spinning in the 1870’s and the success 
ff the automatic loom after 1895 as these developments affected the print 
cloth industry and Fall River. 

The rise of print cloth production in the South is treated in detail, by com- 
parison with Fall River and New England. Stress is laid on the Southern 
advantage in labor costs, compounded of untapped labor supplies, non-com- 
petitive wage rates, less stringent labor legislation, insignificant textile union- 
ism. Comparative technological advances and the diversification of product 
are statistically displayed. 

In many respects Chapter III is the most tantalizing and perhaps disap- 
pointing in the monograph, By approaching the subject as a geographer in- 
terested in locational economics, the author grasps but does not hold firmly 
to the role of entrepreneurship and the part played by social changes within 
the communities, North and South, here being compared. He correctly points 
to “the complacency of management lulled by the past success of traditional 
ways of doing business, by the opportunity to make more money ‘speculating’ 
in cotton, and by its close relationship to local textile machine companies.” To 
these factors he attributes their failure to adopt the Northrop loom as an 
essential part of modern cotton industry, He quotes M.D.C. Crawford as 
writing “So the Draper loom looked toward the South and began to build 
the present Southern cotton industry.” But he does not develop this idea in 
terms of the rise of Southern cotton towns. 

This chapter does not adequately consider, perhaps because of the great 

difficulty of getting at such data, the important question of the rdle of capitali- 
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zation in encouraging the installation of new machinery in the South and pre. 
venting it in the North. In this respect as in so many others, the Fall River 
entrepreneurs had lost their flexibility. 

Chapter IV opens with discussion of the statistical highlights on the collapse 
of the 1920’s. Mr. Smith then analyzes the characteristics of the liquidating 
corporations, in contrast with those which survived. He finds “no commo, 
characteristic that provides a glib explanation for the failure of the twenty. 
six corporations to meet Southern competition.”’ He suggests that a “policy 
of little re-investment and high dividends in anticipation of ultimate ligui. 
dation while some equity remained was widely considered to have been in the 
best interests of the stockholders.” He does not elaborate upon the effects of 
this policy upon the community. 

In dealing with the surviving mills, he explains that “Fall River’s textile 
industry has by no means disappeared, The city remains the leading textile 
center in New England and, although no longer a one-industry town, textiles 
are the largest single industry and provide employment for about one-half of 
the labor force.” To accomplish this the industry had to change its type oj 
product (in 1940 no print cloth was produced in Fall River), bring in outside 
management, improve its mechanical efficiency, and benefit from certain ex. 
ternal factors such as the narrowing wage differential between North and 
South. 

As to prospects for the industry in Fall River, the author forecasts that 
the war, which has brought back coarser goods in many mills, will require 
further adjustments, which the manufacturers may be unwilling to undertake 
It is not clear where Fall River, and especially its textile industry, goes from 
here. 

Rosert K. Lams 

Washington, D.C. 


Miami: Economic Pattern of a Resort Area. By REINHOLD PAUL WOLT?. 
(Coral Gables: Univ. of Miami. 1945, Pp. 171.) 

This publication, as is explained in a Preface, grew out of a series of studies 
undertaken by Professor Wolff in connection with the work of the Post-War 
Planning Commission at the University of Miami. These studies aimed at sup- 
plying background material for the economic and sociological planning of the 
Greater Miami area, A committee formed by the Chamber of Commerce has 
laid the foundation for the planning work which at present is performed by the 
Dade County Coordinating and Planning Committee and on whose staff the 
author serves as a research economist. The present study was undertaken 
because it was felt that the proper planning of this rapidly growing com 
munity is predicated on the exact knowledge of the economic structure of 3 
resort area, The Miami Chamber of Commerce assisted with the publication 
costs. 

This study passes over in comparative silence the glorious nonsense that 


circulated in Miami in the early 1920’s and the incredible headache ta J 


followed the collapse of the Florida boom. Dr. Wolff keeps his eyes on the 
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oresent and the future and gives us a sober, competent and, as far as I can 


ive. a reliable analysis of Miami’s assets and prospects. In some 130 pages 
‘ text interlarded with short tables and pictographs, we are .given a picture 
‘ South Florida natural resources; the past, present and future of the city’s 


maior asset—the tourist trade; its retail, wholesale and foreign trade; its 
present industries, and their prospects; and finally an account of the city’s 


me structure. 
The author deplores tax exemptions and industrial subsidies, advocates land 


use planning to protect the amenities on which a resort community depends 


» heavily, notes signs of another land boom and suggests the use, if necessary, 
{ the taxing power and the right of eminent domain to prevent a recurrence 
f 1926 happenings. 

The text is followed by 25 pages of statistical tables. The last two lines 
f page 119 should be transposed. 

Joun V. VAN SICKLE 

Vanderbilt University 


Labor and Industrial Relations 


Vnion Policy and Incentive Wage Methods, By VAN DUSEN KENNEDY. (New 
York: Columbia Univ. Press. 1945. Pp. 260. $3.00.) 

It is quite generally known that trade unions have manifested much re- 
sistance to piece work and bonus wage plans. Not a few critics consider this 
hostile attitude one of the major vices of the labor movement. Another com- 
monplace is that controversies between capital and labor often stem from 
technical changes and from the problems of work loads and wage payment 
thus created. Here, it is said, are two lines of evidence leading to the conclu- 

on that unionism is inherently opposed to industrial efficiency. Only blind 
partisans on the respective sides, of course, believe these indictments are 

holly true or false with respect to the vast aggregation of bargaining units 
nd subsidiary groups within which “the labor movement” operates. 

Dr. Kennedy has had splendid opportunities for collecting and sifting 

levant evidence on these matters. He assisted in the studies of union agree- 
ments and practices concerning wage incentive plans which led to various 
brief publications by the Bureau of Labor Statistics; and for more than the 
year preceding completion of this book he was head of the automotive staff 
of the Detroit Regional War Labor Board. 

\n over-all view may begin by reference to the large preceding literature 
ealing in one way or another with reciprocal relations between unions and 
wage methods. The Webbs, for instance, in the 1890’s showed that those 
uni which either tolerated or insisted upon piece work contained a 
y of all union members in Britain. In 1908 McCabe found rather 
acceptance than active opposition among American unions, but the 
rm over fancy bonus plans and other features of management engineering 


in fast blowing up and presently was written up trenchantly by Hoxie. 


ore recently, there have appeared a number of studies of labor relations and 


740 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBEp 


industrial welfare and psychology in relation to technology; but Usually 
problems of incentive pay and work loads are treated rather incidentally 

Kennedy, supplying the first extended research in his field since McCabe’; 
does not offer any especially novel or challenging thesis; nor does he work 
over much of the older literature above mentioned nor attempt otherwise ty 
deal with foreign experience or theory. His principal materials are recep; 
union agreements and other labor literature, supplemented by forty or mor 
anonymous “case situations,” gathered in his field work for the Bureay 
Labor Statistics. The discussion pertains mainly to about a dozen manufac. 
turing industries, including some with traditions of piece work and Widely 
employed (e.g., shoes, textiles, glass, garments) and some among the mas. 
producing industries recently organized by the Congress of Industrial (pr. 
ganizations, such as electrical equipment, rubber, automobiles and parts 
The author endeavors to indicate the managerial as well as the labor side oj 
many of the controversies examined (but perhaps some of the statement 
given in the “case situations” should be more plainly labeled ex parte). He 
offers no quantitative measurements, or even summary judgment as to long. 
term trends. 

Vith these general characteristics in mind, let us notice some details, 
Naturally, much attention is given to management engineering and time 
study in relation to wage plans. Our author considers Hoxie’s classic state. 
ment of fundamental incompatibility between dynamism in scientific man. 
agement and static tendencies in organized labor to be still largely valid, 
and undoubtedly much of Hoxie’s argument, though derived from American 
Federation of Labor craft unions, makes sense today even with reference to 
many CIO industrial unions. There are, however, important differences in 
traditions among union groups, including the Brotherhoods and other inde- 
pendents. Many of these differences are very well brought out by Kenned 
but I think his book needs supplementing by further explorations in the 
directions thus suggested. He rightly emphasizes, besides the acceleration 0! 
tempo of industrial changes, the continuing tug of war between old-fashioned 
“horse-trading” or ad hoc bargaining over each new piece rate or production 
standard, and the newer time study procedures which continue to gain ground 
despite (and in some cases because of) the great gains in labor organizatio 
of the last decade. 

A significant chapter is entitled “Extent and Nature of Union Particips 
tion.” Union demands for “control” make many people jittery, but in practice 
they usually boil down to demands for a grievance procedure which gives 
union officials access to the data on which any disputed standard is based 
Kennedy emphasizes the social values of more thorough-going joint deter 
minations, and he cites various situations in which joint action me t0 
have shown sustained success. Some joint engineering plans have gone ( 
the rocks, but business agents and other central union officials, especially i 
industries with long and widely established piece work, have collaborated w4 

managements to an impressive extent in initial determinations of new ani 
revised piece rates. Apparently these cases are apt to be found where ha 
trading bargaining is more prominent than elaborate time studies. Ws 
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lected local union officials try participation in standards determination by 
time studies they are apt soon to prefer the réle of critics of management- 
sromulgated rates to fuller partnership in the less popular function of task- 
master. Recent trends discussed by Kennedy include training of various union 
representatives in time study and other aspects of management engineering, 
and resorts to umpires. (Arbitration, however, is substantially more difficult 
to apply to disputes involving elaborate time studies than to most other 
grievances. ) 

Another chapter deals with restriction of output and the impact of the 
resent war including the encenengpmaent given by government agencies, on 


I shortage aa to assist workers to increase earnings. Unionists have tended 
to show increased hospitality toward incentives; some of them, perhaps, 
nfluenced by the enormous réle of payment by results in Soviet industry, 


gains during wartime than have day workers. We have, in War Labor Board 

cords, a comprehensive if inconclusive barometer of installation of in- 
centive plans—and it should be observed that, if there is a union bargaining 
for the workers, WLB requires its approval for the adoption of such a plan. 
Hasty applications of incentive pay and the temptation to circumvent wage 
stabilization or otherwise to accede to union pressure, created some serious 
problems of “runaway” earnings and cutbacks, With all their drawbacks, gov- 
ernment controls have provided much sound research and development on 

entive pay, and Kennedy’s thumbnail sketch of the first year or two of 
such controls is of great value by reason of his experience in their operation, 
added to his previous studies. He remarks (p. 109) that in most of the plants 
he investigated there seemed to be “some degree of restriction,” signifying in 
each case that the incentive plan was not entirely successful. He shows, how- 
ever, the difficulties in the way of defining and measuring restriction, and he 
admits he has not much basis for comparing the productive efforts developed 
in Incentive e-pay situations with those developed in analogous groups of day 
workers. 

The final chapter gives a considerable number of union contract clauses, 
each identified, with Kennedy’s comments as to the major objectives and 
procedures which they illustrate. To many readers this timely contribution 

our knowledge of the mechanics of a major sub-assembly in collective bar- 

aining will be the most valuable feature of the book. 

” As i intimated above, our author is chary of sweeping conclusions or delinea- 
ion of trends. Reliable evidence is indeed scarce, on the question whether 

s any long upward or downward trend in union acceptance of incentive 
eae especially in view of the youth of unions accounting for perhaps half 
the union members. There was a striking abandonment of unwieldy group 
lus plans in the automobile industry, about 1936, as organizers capitalized 
on discontent with these plans; but this incident should not be generalized 
ar. Production standards have continued to be set in these plants on, the 
basis of time studies, and controversies over such standards have many of 
the characteristics of the older incentive disputes in the same industry. There 
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must inevitably be some combination of piece work and day work principle, 
and managerial as well as other personnel are predisposed to favor systems 
to which they have been long accustomed. A satisfactory incentive wag. 
system must make adequate provision for the worker’s desire for guarantees 
of hourly earnings, understandable computations of earnings, fair pay {or 
extra effort (including protection against speed-ups), and for protection 
against unemployment. Both managements and unions have accumulate; 
much experience in conflict as well as in codperation over incentive pay. 
For some years “day work” has increasingly tended toward “measured day 
work,” i.e., assured and steady hourly rates paid for tasks set by relatively 
systematic studies. Kennedy’s book supplies a wealth of up-to-date material, 
and of incisive analysis, upon the fundamental problems of task determination 
and also on the accompanying problems of relating the pay-off to the task. 

Z. C. Dicktnson 

University of Michigan 


The Headwear Workers. By CHARLES E. GREEN. (New York: United Hat- 
ters, Cap, and Millinery Workers Internat, Union. 1944. Pp. 269. $2.00.) 


According to the blurb on the jacket of the book, this history of unionism 
in the headwear industry was written by a man who spent ten years as a 
labor reporter and another nine as an official of the union. And from this 
fact stems the major virtues and deficiencies of the book. It is a well- 
organized and well-written history of a century and a quarter’s struggle to 
organize and to establish union conditions in an industry which tended to 
be “sweated.” Too much of the book, however, is devoted to a description 
of the day-to-day problems of the union itself; too little to analysis and 
interpretation and to the economic environment in which the union grew and 
developed. 

Beginning with conspiracy charges against the hatters in 1823, Part | 
of the book traces the development of the hatter’s union through a hundred 
years of problems involving technological changes, the black list, lethargy 
born of success, membership control, craft conflicts, kickbacks, local autonomy, 
formation of national organizations, prison labor competition, and the union 
label. Part II describes the struggles of the cap makers with the highly com- 
petitive and sweatshop cap industry. It tells of the radical changes in the 
racial composition of the cap workers and of the employers’ use of racial dif 
ferences to weaken the union and to drive wages down. It also describes the 
intra-union conflicts over the Socialist Labor Party and the fight with the 
“strike breaking” Industrial Workers of the World. Part III traces the de- 
velopment of the millinery industry and the very strong resistance of the 
employers to unionization. It describes the struggle for union control be- 
tween the communists and the more conservative elements in the union. Part 
IV—One Union—deals with the process and problems of bringing the unions 
from all branches of the headwear industry into a single union which now 
claims between 85 and 90 per cent of the workers of the industry. It ind: 
cates the importance to the industry of the National Recovery act and the 
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Millinery Stabilization Commission, and describes the union’s part in the 
formation of the original Committee for Industrial Organization. 

Although well written and well organized, the book needs more material 
of an evaluative and analytical character. This is especially true with respect 
to the quality of union democracy and to the economics of the industry. 
Technological changes and geographical shifts are given some attention, but 
too little is said about the ways in which the union met these changes. The 
author gives considerable space to the réle of the NRA but scarcely mentions 
the Fair Labor Standards act and the Wagner Labor Relations act, both of 
which must have had a substantial effect upon union growth and problems. 
It seems to this reviewer, moreover, that the book’s ending is too abrupt. It 
needs a final chapter in which the loose ends are tied together. 

Despite these deficiencies, however, the book is a worth-while addition to 
the all-too-few trade union histories now available to students of the labor 
movement. We need more union histories written by competent persons in 
the labor movement. 

CLEON O. SWAYZEE 

Washington, D.C. 


Consumption; Codperation 


Consumer Economic Problems. By H. G. SHIELDS and W. HARMON WILSON. 
3rd ed. (Cincinnati: South-Western Pub. Co, 1945. Pp. viii, 760. $1.88.) 


This new edition of Consumer Economic Problems designed as a text for 
high school students, treats the major fields dealt with in college texts on 
consumer marketing such as distribution processes and costs, buying tech- 
niques, consumer aids by governmental and private agencies, and market 
prices. There is a good section on family finance, including budgeting, credit, 
and investment analysis, with special attention to insurance and to buying 
a home. The last section of the book attempts to place the consumer in his 
economic universe. Subjects found in economic principles courses are dis- 
cussed: national income and its distribution; money, banking, and credit; 
market prices; business cycle; fiscal policy; and conservation of natural re- 
sources. The consumer’s relation to these parts of economics 1s the focus of 
nterest. 

Information given in the text shows painstaking checking for accuracy and 
for inclusion of the most recent data. 

Occasionally the authors stress positive qualities and omit significant nega- 
live ones. For example, they give accurate information concerning the Miller- 
Tydings rider, but they omit important material concerning its possible effects. 
The act permits manufacturers to make resale contracts with retailers in states 
permitting such contracts, without violating federal antitrust laws. The 
authors say: “The purpose of this law is to prevent the so-called price cutting 
and loss leader practice in selling branded merchandise. It had become a 
common practice for certain merchants to sell well-known branded merchan- 
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dise at a loss in order to use that merchandise as bait in attracting customers 
This practice is considered misleading to customers and damaging to com. 
petitors. Since it is considered an unfair trade practice, manufacturers and 
distributors have been given the right to establish minimum prices for thei; 
merchandise” (p. 104). Retail price maintenance may apply to amy article 
not to loss leaders alone. The Temporary National Economic Committee 
recommended that the Miller-Tydings act be repealed.* Thurman Arnold 
former Department of Justice antitruster, recommended its repeal.? Another 
example of an important omission is failure to give the penalties for violation 
of the Wheeler-Lea amendment. Reporting the law without showing that the 
penalties for violation are inadequate may give the reader an impression of 
greater protection than exists. Again, the discussion of the Wool Products 
Labeling act ignores the common misconception that all new wool is better 
than any reused or reprocessed wool. 

As the publishers state, the book may be used wholly or in part. Chapter 5 
on contract seems to reflect the authors’ interest in subject matter which is 
not usually considered an integral part of a text on consumer economic prob- 
lems. The legal nature of contract is explained in detail, The limited number 
of pure consumer courses in high schools may justify inclusion of such a 
chapter as this to meet a wider market. It might justify, also, frequent 
recognition of problems of producer and distributor although the title of the 
book is restricted to the consumer. 

Obtaining credit is discussed rather thoroughly. The authors do not devote 
as much space to credit unions as might be desirable considering their poten- 
tialities for the small borrower. Organizing and operating a “baby” credit 
union would make a good project for a high school class and give them ex- 
perience which might be of real use later in life. 

The book is a combination of an economic principles text, a book on con- 
sumer marketing, and handy information for a student entering business, The 
best part, in the reviewer’s estimation, is that concerning consumer marketing. 
This part probably will have also the greatest natural interest for a high 
school student, although it could have been oriented less toward an adult 
consumer and more toward an adolescent’s buying problems. The chief recog- 
nition of the adolescent reader is in the illustrations and projects. 

The main defect of the book is that it does not grasp the opportunity to 
challenge the Hollywood standard of values which its readers are absorbing 
continuously. Advertising and the movies are two of the major institutions 
forming the values of high school students. The section on propaganda analy- 
sis provides some protection; so also does the analysis of advertising. Values 
other than those familiar to the high school student are not presented. It is to 
hoped that the authors will include a study of values in their next edition. 

VIOLA WYCKOFF 

Wellesley College 

* Margaret G. Reid, Consumers and the Market (New York, Crofts, 1942), p. 519, citing 
Final Report and Recommendations of the Temporary National Economic Committee, 
Public Resolution No. 113, 1941, p. 33. 

* Ibid., p. 519, citing Business Week, Feb. 22, 1941. 
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Unclassified Items 


ew Perspectives on Peace, Edited by Grorce B. pe Huszar. (Chicago: 
Univ. of Chicago Press. 1944. Pp. viii, 261. $2.50.) 

A spate of books has appeared during the past few years dealing with the 
problems involved in consummating a peace to follow the present world con- 

fagration. Many of them present and advocate specific plans for achieving 
last ing or even permanent peace. New Perspectives on Peace is not such a book. 
It offers no specific blueprint for achieving peace. Instead, it seeks to provide 
the reader with a balanced statement of the various considerations underlying 
a peace settlement and, as a result, to give him not only a more comprehensive 
appreciation of the number, variety and complexity of the problems involved 
but also to place him in a better position to exercise an intelligent judgment 
in regard to specific proposals which may be advanced. 

This approach to the problem was adopted because of a conviction that most 
discussions of the subject have been one-sided. In an attempt to remedy this 

itation a geographer, a historian, an anthropologist, an economist, a so- 
tio logist, an international lawyer, an educator, a psychiatrist, a philosopher, 
and a theologian, all distinguished students of their respective disciplines, were 
invited to — the problem of peace from the standpoint of their respective 
s. The result was a series of ten lectures on “The Problem of Peace” 
spon sored by the Charles R. Walgreen Foundation for the Study of American 
Institutions at the University of Chicago during the winter quarter, 1944. All 
of the lectures were given by members of the faculty of the University of Chi- 
cago and their papers, considerably revised, constitute the present volume. 
The problem considered by these specialists is carefully circumscribed in the 
opening chapter written by the editor, himself a distinguished member of the 
faculty of European and Asiatic Area Study, 

The nub of the book is that peace, like happiness, is a composite of many 
things and that while it is clearly Gemonstrable that certain lines of approach 
are more apt to produce the desired results than others, nevertheless, it is of 
primary importance to view peace and its attainment as a dynamic problem 
which requires continuous attention to insure a lasting solution. 

To the professional economist, the most interesting chapter will be the one 
written by Professor Jacob Viner. Nowhere has Professor Viner’s cold-chisel 
style been used to better advantage than in his examination of “ . . . those 

current interpretations of war which explain it as arising solely or almost so 
out of economic conditions and out of conflicts of economic interest.” Two 
such interpretations are subjected to searching analysis. One is that war is 

D . result of the influence over statesmen exercised by particular and 

ntifiable capitalists who saw an opportunity for profits for themselves in 
such aggression.” The second is that “ . . . as capitalism evolves toward ma- 
turity, industrial productivity, population, and capital accumulation develop 
veyond the capacity of the internal economy to employ them. There results on 
the part of the strong powers a threefold strug ggle: for export markets to take 
oii the surplus goods, for colonies for settlement of the surplus population, and 
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for external fields for safe investment of surplus capital. From this struggle 
war naturally arises.” Professor Viner supplies abundant evidence for his as. 
sertion that these economic interpretations of the causation of war are false. 

This is not to say, however, that Professor Viner does not believe that there 
are economic causes of war and that they are, at times, important. He state; 
specifically that the ‘Possible economic causes of war can be formally divided 
into two classes: first, the existence of conflicts of national economic interest 
and, second, the existence of economic conditions which operate to make coup. 
tries willing to go to war in pursuit of interests which may or may not be 
themselves economic in character.” In regard to the first class he notes that 
“The major international conflicts of economic interest in the past have arisen 
out of the rivalry for export markets, for trade routes, and for access to sources 
of supply of essential commodities.” “Whatever may be the merits or demerits 
on purely economic grounds and from a unilateral national point of view o/ 
trade barriers, they are unaoubtediy tne major economic contribution, di- 
rectly and indirectly, to international conflict, tension, and war.” Concerning 
the second class he observes, “Vice-President Wallace has been insisting that 
we cannot expect to solve the problem of war until we have solved the problem 
of mass unemployment, and many persons are saying that wars arise out of 
business depressions.” “I can find no distinct historical pattern of impact oj 
mass unemployment or of the business cycle on the problem of war except 
that countries were more conscious of their strength, were less preoccupied by 
internal troubles, and were in better financial shape for war, in the prosperity 
than in the depression phases of their cycles, and that this seems to have 
been reflected in the temper of their foreign policies. Nevertheless, I do think 
that in the future the prospects for peace will depend in large part upon our 
success in solving the problem of mass unemployment and perhaps still more 
on the character of the methods by which we attack the problem.” 

Professor Viner’s conclusion is “ . . . that economic factors contribute 
war in a variety of ways, as do also noneconomic factors, but they do so not 
by inherent necessity but because they operate in a political setting which 
makes it possible for them to have such an outcome.” 

It would be a mistake to infer that the views of the specialists contained 
in this book are all complementary and harmonious. A careful reading of this 
book leads one to believe, however, that if the contributors could be induced 
to participate in a panel discussion of peace, there would be general agreement 
expressed concerning such views as “ , . . we must accept certain limitations 
on the idea of national sovereignty as it has developed in the last hundred and 
fifty years”; “peace is a product of security, and security is a product 
confidence in justice”; “the problem of peace is, then, a problem of order 
within nations and order among nations”; and “. . . war is essentially 2 
political phenomenon, a way of dealing with disputes between groups.” On the 
other hand, statements such as “Other nations cannot be forced to be peace: 
ful. They must be persuaded. They can be persuaded, if we will but practice 
what we know to be right”; and “ . . : the realization of enduring peace afte! 
the present war depends more on the effective organization of an internation 
air force controlled by the world council as the spear point against future 4g 
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sressions than on any other one thing,” might be expected to provoke con- 
iderable disagreement. One would expect the listener to find, however, that 
the areas of agreement were more extensive and more significant than the 
areas of disagreement. 

Despite the statement in the Preface that the lectures out of which this book 
crew were well received by large audiences and the expressed hope that a 
similar reception will be accorded the book, this reviewer is of the opinion that 
‘t is a “bookish book” that will have a restricted appeal. The main reason for 
this is that, while the subject is clearly focused in the opening chapter and 
the succeeding chapters are without exception clearly and interestingly written, 
only those readers with a background in one or more of the disciplines used 
8 point of departure will have an adequate core of knowledge around which 

rrelate and integrate the material presented by specialists from other 
fields. The book would have been strengthened by the inclusion of a final 
chapter which drew together the threads spun in the various chapters, classi- 

} fied and organized them into areas of agreement and disagreement, and wove 
hem into a tapestry which the layman could look upon as a conclusion. This 

ld have been done without crossing over to the specific plans approach. 

the same time it would relieve the average reader of a task of integration which 
in many cases he will not care to undertake or of which he may be incapable. 

Without question, however, New Perspectives on Peace achieves its twin 
bjectives of presenting “first, a step toward a dynamic and synthetic study 
of international relations; and, second, by bringing together various aspects 
of the problem of peace, . . . to remedy the prevalent one-sided approaches and 


. provide some realistic background for practical planning.” The Walgreen 
Foundation, the University of Chicago and the various contributors to this 
volume are to be congratulated for making this significant contribution to a 
better understanding of the major problem of our times. 

LAURENCE DE RYCKE 


Occidental College 


BER 45 
gle. 
as- 
ilse 
nere 
ates 
ided 
Test | 
t be 
that 
risen 
Irces 
erits 
w 
\ 
ning 
| 
blen 
ut o! 
ct 
Kcept 
by 
yerity 
have 
think 
our 
ite 
which 
being 
yf th 
du 
eme! 
ations 
UA 
Un 
peace 
racticé 
e altel 
ati na 
ure ag 


TITLES OF NEW BOOKS 


Economic Theory; General Works 
Dopp, J. H. Applied economics—elementary principles of economics applied to everyday 
problems. 3rd ed. (Cincinnati: South-Western Pub. Co. 1945. Pp. viii, 567. $1.80.) 


Guenpay, R. The future of economic society. (London and New York: Macmillan. 194; 
Pp. viii, 320. $4.) 

Hermann, E. History of economic doctrines—an introduction to economic theory. (New 
York: Oxford Univ. Press. 1945. Pp. ix, 263. $3.50.) 


McLaine, W. An outline of economics. (London: N.C.L.C. Pub. Soc. 1945. Pp. 116, 34 


Starx, W. The history of economics in its relation to social development. (New York 
Oxford Univ. Press. 1944. Pp. viii, 80. $2.) 


Unwin, J. D. Our economic problems and their solution (London: Allen and Unwin. 1945 
Pp. 148. 8s. 6d.) 


Economic History 


BAxTerR, W. T. The house of Hancock—business in Boston, 1724-1775. Stud. in bus. his 
X. (Cambridge: Harvard Univ. Press. 1945. Pp. xxvii, 321. $3.50.) 


1945. Pp. 314; 465. $7.50.) 


ENGEL-JANost, F. The growth of German historicism. Stud. in hist. and pol. sci., Ser 
LXII, no. 2. (Baltimore: Johns Hopkins Press, 1944. Pp. 101. $1.25.) 


Lonn, E. The colonial agents of the southern colonies. (Chapel Hill: Univ. of North 
Carolina Press. 1945. Pp. 445. $5.) 

Mertens, J. E. La naissance et le développement de Il’etalon-or, 1696-1922: les faits 
et les théories-essai de synthése économique et sociologique. (Paris: Presses Universitaires 
de France. 1944. Pp. 475.) 

MukKERJEE, R. The economic history of India: 1600-1800. (London: Longmans Green 
1945. Pp. xxiii, 195.) 

ScHuYLER, R. L. The fall of the old colonial system—a study in British free trade, 177 
1870. (New York: Oxford Univ. Press. 1945. Pp. ix, 344. $3.) 


SHANNON, F. A. The economic history of the United States. Vol. V. The farmer's las! 
frontier—agriculture, 1860-1897. (New York: Farrar and Rinehart. 1945. Pp. xiv, 434 


National Economies 
BenHaAM, F. British West Indian inter-colonial trade. Develop. and welfare in the Wet 
Indies, bull. no. 14. (Bridgetown, Barbados: Advocate. 1945. Pp. 42. 10c.) 


Biccerstarr, K. China: revolutionary changes in an ancient civilization. Curriculum st 
in world hist., no. 4. (Ithaca, N.Y.: Cornell Univ. Press. 1945. Pp. 78. 40c.) 

Bonne, M. The economic development of the Middle East (London: Paul. 1945. Pp. 16 
12s. 6d.) 


Burcin, M., editor. Handbook of Latin American studies, 1942. No. 8. (Cambr dge 
Harvard Univ. Press. 1945. Pp. 536. $6.) 


CLapHAM, Sir J. H. The Bank of England: a history. 2 vols. (New York: Macmillan ile? 


TITLES OF NEW BOOKS 749 


4 selective guide to the material published in 1942 on anthropology, archives, art, 
s, education, folklore, geography, government, history, international relations, 
r and social welfare, language and literature, law, libraries, music, and philosophy. 


ver. H. F., compiler. China: a selected list of references on contemporary economic 
1 industrial development, with special emphasis on post-war reconstruction. (Wash- 
Library of Congress. 1945, Pp. 102, mimeo.) 
cressey, G. B. The basis of Soviet strength. (New York: Whittlesey House, McGraw- 
Hill. 1945. Pp. 298. $3.) 


eryday roa, B. Economic trends in liberated Europe. For. pol. rept., Vol. XXI, no. 7. (New 
) York: For. Pol. Assoc. 1945. Pp. 15. 25c.) 
, 1944 Creserp, K., compiler. Greece. British survey handbks., 3. (New York: Macmillan. 1945. 
112. $1.) 
. Greek geography, history, traditions, economics and the effects of enemy occupation. 
\.\ew 
J. A., editor. Belgium. United Nations ser. (Berkeley: Univ. of California Press. 
5. Pp. 498. $5.) 
6 
Contains chapters on Belgian history, political, economic and social development, 
York tural aspects, the Belgian Congo and Belgium in the Second World War and after. 
; I S. K. Russia today and tomorrow. (London: Nat. News-Letter, 162 Buckingham 
1945 Palace Rd., S.W. 1. 1945. Pp, 10. 1s.) 


mes, O. Can Latin America build a new economy? For. pol. rept., Vol. XXI, no. 2. 
New York: For. Pol. Assoc, 1945. Pp. 9. 25c.) 
roME, V. J. The treatment of defeated Germany. (New York: New Century Publishers. 


Pp 


W. C. The future of Japan, (New York: Oxford. 1945. Pp. 170. $2. 

for a concerted United Nations disarmament, control and economic and 
reconstruction of Japan. Issued under the auspices of the American Council, 
der Institute of Pacific Relations. 


Maxi, J. M. Japanese militarism: its cause and cure. (New York: Knopf. 1945. Pp. 274. 
The ideas of the Japanese political, economic and military oligarchies, and possible 
to stamp them out, discussed by an American of Japanese descent. 


*, G. S. Britain’s search for security. For. pol. rept., Vol. X XI, no. 1. (New 
York: For. Pol. Assoc. 1945. Pp. 16. 25c.) 


Mott, R. Lecciones de economia venezolana. (Caracas: Litografia del Comercio. 1944. 


f numbers 48-55 of Revista de Fomento. 


R. La France devant la reconstruction économique. (New York: Brentano’s 
Pp. 113. $1.) 


Netson, M. F. Korea, and the old orders in eastern Asia. (Baton Rouge, La.: State Univ. 
Press, 1945. Pp. 342. $3.75.) 


NEWMAN, P. C., director. Planning for Puerto Rico. (Rio Piedras: Univ. of Puerto Rico. 
West 1945. Pp. 71, mimeo.) 
lection of papers prepared for seminar on economic planning. 


n set ANIKKAR, K. M. India and the Indian Ocean. (London: Allen and Unwin. 1945. Pp. 


J. Czechoslovakia. Introduction by J. MAssaryK. World of tomorrow. (New 
York: International Univ. Press. 1945. Pp. 136.) 


W. Canada: new world power. (New York: McBride. 1945. Pp. 293. $3.) 


: 


750 THE AMERICAN ECONOMIC REVIEW [ SEPTEMEEp 


Picarp, R. Le conflict des doctrines économiques en France a la veille de la guerre. (Ney 
York: Brentano. 1945. Pp. 45. 75c.) 


Rosincer, L. K. France and the future of Indo-China. For. pol. rept., Vol. 21, No, ; 
(New York: For. Pol. Assoc. 1945. Pp. 9. 25c.) KA 


Suarp, R. H. South America uncensored. (New York: Longmans Green. 1945. Pp. 373 
$3.50.) LE 
Recount of the fascist movements and tendencies observed in South America and ay 


intimate picture of the region. >. a 


SHarpe, A. P. Spotlight on Hawaii. (Forest Hills, N.Y.: Transatlantic Arts. 1945, py ) 
111. $2.75.) NE 
SowvEN, L. The South African Union. (Forest Hills, N.Y.: Transatlantic Arts, 194; 
Pp. 220. $4.50.) 0’ 


STEEL, J. The future of Europe. (New York: Holt. 1945. Pp. 256. $3.) 
The nature and origin of problems affecting each European nation, analyzed by ; 
well-known radio commentator. 


j SUBRAMANIAN, S. Trade, transport and communications, and finance (excluding public 


finance). Guide to Current Official Statistics India—Vol. II. (Lucknow: Governmen 
Branch Press. 1945. Pp. 114. 2s. 6d.) Re 


Szenczi, N. J. Political and social forces in Hungary. (London: St. George Book ¢ 
1945. Pp. 24. 1s.) SE 


Wauvyte, Sir F. India; a bird’s-eye view. Rev. and enl,. ed. (New York: Royal Inst. of 
Internat. Affairs. 1945. Pp. 83. 70c.) i 


Witson, C. J. One African colony. (London: Simpkin. 1945. Pp. 30. 6d.) 


WisH, H. Contemporary America; the national scene since 1900. (New York: Harper W 
1945. Pp. xvii, 673. $4.) 


Economic development in southeast Europe. (London: Oxford Univ. Press. 1945. Pp. 166 
10s. 6d.) 


Netherlands East Indies: a bibliography of books published after 1930, and periodical Fr 
articles after 1932, available in U.S. libraries. (Washington: Refer. Dept., Library 
Congress. 1945. Pp. v, 208.) 
Compiled by the Netherlands study unit of the General Reference and Bibliography 
Division. St 
Philippine Islands: revised administrative code, 1934. War Dept. (Washington: Supt AI 
Docs. 1945. Pp. 1493. $3.) 
Covers organization, powers, and general administration of Philippine Government 
organization and administration of bureaus, government of provinces and other political 
divisions, and penalties. 


A plan of economic development for India. (London: Penguin. 1945. Pp. 112. 9d.) 


La restauration économique de la Belgique: transition vers une économie de paix. (Brus 
sels: Bande. 1944. Pp. 177.) 


Reviews of commercial conditions: Argentina; Portugal; British East Africa; Iraq; Pale Li 
tine; Sweden; Uruguay. (London: H. M. Stat. Off. 1945. 1s.; 1s.; others, 6d.) 


Economic Systems; Post-war Planning 


BEVERIDGE, Sir W. Price of peace. (London: Pilot Press. 1945. Pp. 104. 6s.) 
BranaM, H. L. Permanent peace for Europe. (Boston: Christopher. 1944. Pp. 1% sc 


$2.25.) 


re 


1945] TITLES OF NEW BOOKS 751 


procan, D. W. The free state. (London: Hamilton. 1945. Pp. 126. 6s.) 
carr, E, H. Nationalism and after. (London: Macmillan. 1945. Pp. vi, 74. 3s. 6d.) 


Kaner, H. Is capitalism a failure? (Llandudno: Author, Park House, Mostyn St. 1945. 
Pr 19, 6d.) 

Lenin, V. I. Collected Works. Vol. XXIII. 1918-1919. Edited by A. TRACHTENBERG. 
New York: Internat. Publishers. 1945. Pp. 539. $3.50.) 


Mario, L. Can democracy recover? Introduction by E. A. Jounston. Translated from 
the French by A. Storms. (Garden City, N.Y.: Doubleday. 1945. Pp. 190. $2.) 

Nearinc, S. United world: the road to international peace. Soc. sci. handbk., no. 2. 
New York: Island Press. 1944. Pp. 277. $1.50.) 


O'SHAUGHNESSY, M. Economic democracy and private enterprise—a study of the relation 
nomic groups to the federal government. (New York: Harper. 1945. Pp. vii, 
117. $2.) 
Prentis, H. W., Jr., and others. Are national planning and government control a threat 
democracy? Bull. of America’s Town Meeting of the Air, Vol. 11, no. 3. (Columbus: 
Reader’s Digest. 1945. Pp. 21, 10c.) 
RocHester, A. Capitalism and progress. (New York: Internat. Publishers. 1945. Pp. 111. 


$1.25.) 


SuepHERD, W. S. Is state control the answer? (London: Patria Press. 1945. Pp. 69. 
] 3d.) 

TocovevittE, A. C. H. M. C. de. Democracy in America. Henry Reeve text. Rev. by 
F. Bowen; corrected and ed. by P. Braptey (New York: Knopf. 1945. Pp. 558; 
424. $6.) 

Warp, H. F. The Soviet spirit. (New York: Internat. Publishers. 1944. Pp. 160. $1.75.) 

Wess, S. and B. Soviet communism (London: Longmans Green. 1945. Pp. 1007. 30s.) 


Wener, A. A new Germany in a new Europe. (London: Drummond. 1945. Pp. 219. 
) 


21s. 6d 


Free enterprise: what is it, what has it accomplished, what is its future? (Milwaukee: 
Kearney and Trecker Corp. 1945. Pp. 61.) 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


\IkEN, A. C. Statistical mathematics. 3rd ed. (New York: Interscience. 1944. Pp. 153. 


$1.75.) 
\rMSTRONG, C. V. Industrial property records for accounting and valuation uses. Engin. 
Exp. Sta. bull. 160. (Ames: Iowa State Coll. Bull. 1944. Pp. 96.) 
Evwett, F. H. Elementary accounting, for colleges. (Boston: Ginn, 1945. Pp. 716. $3.75.) 
FAZAKERLEY, T. W. Management accountancy. (London: Staples. 1945. Pp. 72. 15s.) 


HaavELMO, T. The probability approach in econometrics. Cowles Commission papers, 
new ser., no. 4. (Chicago: Univ. of Chicago. 1944. Pp. vi, 118.) 


Levy, H. and Premet, E. E. Elementary statistics. (New York: Ronald Press. 1945. Pp. 
5.) 


Ratrorp, T. E. Mathematics of finance. (Boston: Ginn. 1945. Pp. 183. $2.50.) 
Mathematics of finance; with tables. (Boston: Ginn. 1945. Pp. 488. $3.60.) 
A first text in the mathematics of annuities, building-and-loan-association practice and 
the simpler forms of life insurance. 


scort, W. The principles and practice of cost accounting: with appendix on costing of 
munitions contracts, (London: Gee. 1945. Pp. xx, 790. 63s.) 


MBER 
| 
; 
% 


752 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


SmitH, J. G. and Duncan, A. J. Sampling statistics and their applications. Fundamental, 

of theory of statistics, Vol. 2. (New York: McGraw-Hill. 1945. Pp. 510. $4.) 
Theory of frequency curves and random sampling discussed and developed in specif; 
cases for the advanced student or research worker. 

SUBRAMANIAN, S. Working class cost of living index numbers in India. Suppl. to Gui 
to Current Official Statistics [India]—Vol. I. (New Delhi, India: Government of Indi; 
Press. 1945. Pp. 20. 1s.) 

Sutton, O. Machine accountancy. (London: MacDonald and Evans. 1945, Pp. 317. 305) 


Cowles Commission for Research in Economics: report for 1944. (Chicago: Univ. of Chi 
cago. [1945.] Pp. 16.) 

Revised ethyl alcohol price series and index numbers for drugs and pharmaceuticals and 
chemicals and allied products. (Washington: Bur. of Lab, Stat., Dept. of Labor, 1945 
Pp. 11, mimeo.) 

Technical pupers of the nineteenth annual Michigan Accounting Conference. Bus. papers, 
no. 16, (Ann Arbor: School of Bus. Admin., Univ. of Michigan. 1945. Pp. 16. $1.) 


National Income and Product; Income Distribution; 
Consumption Statistics 


Kuznets, S. National product in wartime. (New York: Nat. Bur. of Econ. Research 
1945. Pp. x, 156. $2. 

National budgets for full employment. Pamphs. no. 43 and 44. (Washington: Nat. Plan- 
ning Assoc, 1945. Pp. 96. 50c.) 


Business Cycles and Fluctuations 


Arnot, H. W. The economic. lessons of the nineteen-thirties. Roy. Inst. of Internat 
Affairs. (New York: Oxford Univ. Press. 1944. Pp. 314. $3.75.) 

Hammonp, G. Prosperity ahead, (Bradford, England: Author, Cliffe St., Thornton 
1945. Pp. 25. 1s.) 

Jacospy, N., and others. The Murray Bill, a means to full employment? Radio discussion 
transcript no. 378. (Chicago: Univ. of Chicago. 1945. Pp. 21. 10c.) 

Includes complete text of the proposed full employment act. 
Picou, A. C. Lapses from full employment, (London: Macmillan. 1945. Pp. 73. 4s. 6d 


Scumipt, E. P. Can government guarantee full employment? Post-war readjustment: 
bull. no. 13. (Washington: Chamber of Commerce of U.S.A. 1945. Pp. 26. 5c.) 

SHreLps, M. and Woopwarp, D. B. Prosperity: we can have it if we want it. (New 
York: McGraw-Hill. 1945. Pp. vii, 190. $2.) 

Stewart, M. S. There can be jobs for all! Beveridge’s plan for full employment. Pamph 
no. 105. (New York: Pub. Affairs Comm. 1945. Pp, 31. 10c.) 

TersorcH, G. The bogey of economic maturity. (Washington: Anderson House. 1945 
Pp. xviii, 263. $3.) 

Younc, M. and Pracer, T. There’s work for all. (London: Nicholson and Watson. 195 
Pp. 128. Ss.) 

Economic stability in the post-war world—the conditions of prosperity after the trans 
tion from war to peace. Report of the Delegation on Economic Depressions. Pt. Il 
(Geneva: League of Nations. New York: Columbia Univ. Press. 1945. Pp. 319, Clot 
with index, $3; paper, without index, $2.50.) 


Public Finance; Fiscal Policy; Taxation 


Burr, G. B. British government securities taxation of interest. (London: Jordan. 195 
Pp. 12. 15.) 


Gr 


| 
M 
M 
Ci 
Ci 
D 
ry 
| 


1945] TITLES OF NEW BOOKS 753 
putters, J. K. and Luntner, J. Effect of federal taxes on growing enterprises. Stud. no. 3. 
Lithomat corporation. (Boston: Div. of Research, Grad. School of Bus. Admin., Harvard 


Univ. 1945. Pp. iv, 35. 50c.) 


Dymonp, R. The death duties, consolidated supplement to the ninth edition. (London: 
Solicitors’ Law Stat. Soc. 1945. Pp. 32. 2s. 6d.) 


Garion, L. R. E. Aspects de Veconomie et des finances d’Haiti: problémes des temps 
tuels; problémes d’aprés guerre. (Port-au-Prince: Author. 1944. Pp. xxi, 353.) 


Crum, M. H. The incidence of excess profits taxation. Stud. in hist., econ., and pub. law, 
no. 514. (New York: Columbia Univ. Press. 1945. Pp. 179. $2.75.) 
The theory of the incidence of excess profits taxes and possible conditions under 


Knmet, L. B., and associates. Postwar fiscal requirements—federal, state and local. 
(Washington: Brookings Inst. 1945. Pp. viii, 166. $2.) 


LivpHoLM, R. W. The corporate franchise as a basis of taxation. Foreword by H. M. 
Groves. (Austin: Univ. of Texas Press. 1944. Pp. xviii, 276. $4.50.) 


Macitt, R, Taxable income. Rev. ed. (New York: Ronald Press. 1945. Pp. viii, 491. $6.) 


Marsu, D. B. Taxes without tears. (Lancaster, Pa.: Jaques Cattell Press. 1945. Pp. xvi, 
207. $2.50.) 

Mustor, N. E. Excess profits tax and N.D.C., suppl. no. 1. (London: Pitman. 1945. 
Pp. 67. 65.) 


Sewett, A. Abolish income tax and balance the budget. (London: Ludlows. 1945. Pp. 28. 
3s. 6d.) 


Suver, A. N. Reform of local government finance. (London: Central Books. 1945. 
Pp 61. 25.) 


Stapes, R. and BorNEMAN, R. E. Excess profits tax: law and practice. (London: Jordan. 
1945. Pp. 381. 21s.) 
i p 


{ppropriation accounts of sums granted by Parliament for revenue departments for 
1943-44, with report of Comptroller and Auditor General. H. of Commons papers. 
H. M. Stat. Off. 1945. 9d.) 


Civil appropriation accounts, classes I-X: accounts of sums granted by Parliament for 
civil services, classes I-X, with report of Comptroller and Auditor General. H. of 
Commons papers. (London: H. M. Stat. Off. 1945. 5s. 6d.) 


Civil estimates, 1945, for 1945-46: Class I. Central government and finance. Class II. 
Foreign and imperial. Class III]. Home department, law and justice. Class IV. Education 
ind broadcasting. Class V. Health, labor and insurance, Class VI. Trade, industry and 
transport. Class VII. Common services. Class VIII. Non-effective charges. Class IX. 
Exchequer contributions to local revenues. Class X. War services. H. of Commons papers. 
London: H. M. Stat. Off. 1945. 1s. 3d.; 1s. 6d.; 2s.; 1s.; 1s. 6d; 2s. 6d.; 15.; 6d.; 

id.; 4d.) 


Civil estimates and estimates for revenue departments, 1945, for 1945-46: memorandum 
by financial secretary to treasury, and summary (London: H. S. Stat. Off. 1945. 9d.) 


Double taxation, convention and protocol between the United States of America and the 
French Republic, signed at Paris, July 25, 1939, effective Jan. 1, 1945. Dept. of State, 
treaty ser, 988. (Washington: Supt. Docs. 1945. Pp. 25. 10c.) 


Double taxation, estate taxes and succession duties, convention between the United States 


of America and Canada, signed at Ottawa, June 8, 1944, effective June 14, 1941. Dept. 
Ol State, treaty ser. 989. (Washington: Supt. Docs. 1945. Pp. 8. Sc.) 


Grants-in-aid and other federal expenditures within the states. (Chicago: Counc. of State 
Govts. 1945. Pp. 47, 75c, mimeo.) 


[BER 

entals 

Guide 

India 

30s 

$ and which an excess profits tax may be shifted. 

a | 

ear 

Pia 

ternat 

rnton. 

tment 

transt 

Pt. I 

ul 4 


754 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


Income: statistics of income for 1939, supplement, Pt. 1. Compiled from partnership 
returns of income. Bur. Internal Revenue. (Washington: Supt. Docs. 1945. Pp, 90. 15¢.) 


———-: statistics of income for 1941. Pt. 2. Compiled from corporation income ond 
declared value excess profits tax returns, corporation excess profits tax returns, ond 
personal holding company returns. Bur. Internal Revenue. (Washington: Supt, Doc 
1945. Pp. 371. 45c.) 

-— : statistics of income for 1942. Pt. 2. Preliminary report of corporation income and 
declared value excess-profits tax returns and corporation excess profits tax returns, filed 
through Dec. 31, 1943. Bur. Internal Revenue. (Washington: Supt. Docs, 1094; 
Pp. 25. 10c.) 

Income tax for H.M. forces, 1944-45. (London: Jordan. 1945. Pp. 61. 2s.) 

Internal Revenue Code: Individual income tax provisions applicable to taxable years 
beginning in 1944 or later. 2nd ed. Joint Committee on Internal Revenue Taxation 
(Washington: Supt. Docs. 1945. Pp. 319. 40c.) 

Kentucky, Commonwealth of, Department of Revenue: twenty-sixth annual report, 1944 
appendices, 1943-1944. (Frankfort: Department of Revenue. 1945. Pp. 26; 32.) 

Model bilateral conventions for the prevention of international double taxation and fiscal 
evasion. League of Nations pub. econ. and finan. II. A. 3. (Geneva: League of Nations 
New York: Columbia Univ. Press. 1945. Pp. 85. $1.) 

Post-war taxation: report of Joint Committee on Internal Revenue Taxation for Post-war 
Taxation, to the Committee on Ways and Means of the House of Representatives and 
the Committee on Finance of the Senate. (Washington: Supt. Docs. 1945. Pp. 11. 5c 


Severn barrage scheme, report 1933. (London: H. M. Stat. Off. 1945. 2s. 6d.) 

Sources of war finance: an analysis and estimate of the national income and expenditure, 
1938-1944, Cmd. papers. (London: H. M. Stat. Off. 1945. 1s.) 

Tax Court of United States: reports. Vol. 3. Jan. 1, 1944-Aug. 31, 1944. (Washington 
Supt. Docs. 1945. Pp. 1320. $2.25.) 

Votes of credits, 1945-46: statement of services to be provided for. Cmd. papers. (Lon- 
don: H. M. Stat. Off. 1945. 1s. 3d.) 


Money and Banking; Short-Term Credit 


AtraceMeE, B. Principios de economia sobre establizacién monetaria. (Madrid: Aguado 
1944. Pp. 209. 20 ptas.) 
ELLINGER, B. Your money and mine. (London: Nelson. 1945. Pp. 125. 5s.) 

Horton, D. C. Inter-war credit aids associated with farm ownership and operation 
(Washington: Bur. of Agric. Econ., Dept. of Agric. 1945. Pp. iv, 78, mimeo.) 
Pantin, V. Money quiz. Unpopular pamph. no. 4. (Sydney, Australia: Currawong Pub 

Co. 1943. Pp. 78. 1s. 6d.) 
Wuitttesey, C. R. Bank liquidity and the war. Occasional paper no. 22; our econ. in war 
(New York: Nat. Bur. of Econ. Research, 1945. Pp. 86. 50c.) 


Youncman, A. P. The federal reserve system in wartime, Occasional paper no. 21; our 
econ. in war. (New York: Nat. Bur. of Econ. Research. 1945, Pp. 70. 50c.) 
Banking. 2nd ed., rev. Occupational abstract, no. 3. (New York: Occupational Index. 1945 


Pp. 6, 25c.) 
Money and banking, 1942-44. League of Nations Pub. II. Econ. and finan. (Geneva 
League of Nations. New York: Internat. Docs. Service, Columbia Univ. Press. 1945 


Pp. 224. $3.) 
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Private lenders hold larger proportion of declining farm-mortgage debt. (Washington: 
Bur. of Agric. Econ., Dept. of Agric. 1945. Pp. 8, mimec.) 


International Trade, Finance and Economic Policy 


scueson, D. The place of Bretton Woods in economic collective security. (Washington: 
Supt Docs 1945. Pp. 14. Sc.) 


pascy, A. A price for peace—the new Europe and world markets. (New York: Columbia 
Univ. Press. 1945. Pp. xii, 209. $2.50.) 


eer. K. E., editor. UNRRA in action: United Nations help one another. (New York: 


DL 


Inter-Allied Pubs. 1945. Pp. 94.) 
Bennett, V. Empire relations. (London: Crisp. 1945. Pp. 49. 4s. 6d.) 
BentwicH, N. International law. (London: Roy. Inst. of Internat. Affairs. 1945. Pp. 


1s 


BERNSTEIN, H. Origins of Inter-American interest, 1700-1812. (London: Oxford Univ. 
Press, 1945. Pp. 136. 13s. 6d.) 


Buncui, M. Chile and Great Britain. (London: Organ. 1945. Pp. 63. 6s.) 
arTER, H. Towards world recovery. (London: Nat. Peace Counc. 1945. Pp. 111. 2s. 6d.) 


yton, W. L., and others. Should the reciprocal trade agreements be renewed? Tran- 
pt no. 375. (Chicago: Univ. of Chicago Round Table. 1945. Pp. 21. 10c.) 


Cortney, P. The economic and political consequences of Lord Keynes’ theories: exchange 
stability and the hostility of Lord Keynes; Great Britain’s fear of the gold standard. 
New York: Author, 423 W. 55th St. 1945. Pp. 32.) 


‘urtis, L. World war: its cause and cure, (London: Oxford Univ. Press. 1945. Pp. 296. 


7s, 6d.) 


E.tiott, W. Y. and Grawam, F. D. Anglo-American postwar economic problems. Inst. 
on Postwar Reconstruction, 4th ser. of conf., no. 8. (New York: New York Univ., 
Inst. on Postwar Reconstruction. 1945. Pp. 33. 30c.) 


Fes, H. American trade policy and position—an outline of principles. Nat. econ. prob. 
no. 411. (New York: Am. Enterprise Assoc. 1945. Pp. 34. 50c.) 


sooprIcH, L. M, and Carrotrt, M. J. Documents on American foreign relations. Vol. 6. 
July 1943-June 1944. (Boston: World Peace Found. 1945. Pp. 755. $3.75.) 

Includes the official statements and other documentary material on many post-war 
problems such as currency stabilization. 


M. A. International monetary reconstruction—the Bretton Woods agreements. 

Nat. econ. probs. no, 407. (New York: Am. Enterprise Assoc. 1945. Pp. 112. SOc.) 

vce, J. A., editor. World organization. (London: Watts. 1945. Pp. 54. 3s. 6d.) 

Krout, J. A., editor. World organization—economic, political and social. Proceedings of 
Acad. of Pol. Sci., Vol. 21, no. 3. (New York: Acad. of Pol. Sci. 1945. Pp. 195. $2.50.) 

Mears, E. G. A trade agency for one world. (New York: Citizens Conf. on Internat. 

Econ. Union. 1945. Pp. 64. 50c.) 


MITCHELL, B. and Hauser, F. L. Labor’s stake in Bretton Woods. (New York: Am. 
Labor Conf. on Internat. Affairs. 1945. Pp. 15.) 
NurKse, R. Conditions of international monetary equilibrium. Essays in internat. finan., 


no 4 


. 4. (Princeton: Internat. Finan. Sec., Dept. of Econ., Princeton Univ. 1945. Pp. 24.) 


R MiREz, J. S. Precios-oro y cambios internacionales. (Madrid: Author, Av. José Antonio, 
20. 1944. Pp. 66. 20 ptas.) 


Remann, G. Patents for Hitler. (London: Gollancz. 1945. Pp. 160. 6s.) 
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Stettintus, E. R., Jr. The economic basis for lasting peace. Dept. of State, conf. ser. ¢o 
(Washington: Supt. Docs. 1945. Pp. 17, 10c.) 

Van Creer, E. Postwar foreign trade employment and sales prospects in Ohio. Research 
monog. no. 36. (Columbus: Bur. of Bus. Research, Ohio State Univ. 1945. Pp. xj 3% 

Viner, J., and others. The United States in a multi-national economy. Stud. in Am. fo; 
relations, no. 4. (New York: Counc. on For. Relations. 1945. Pp. viii, 174. $2.) 

WuutMs, J. H. The Bretton Woods Agreement. (New York: Acad. Pol. Sci., Columbis 
Univ. 1945. Pp. 12.) 

Worrr, M. Private international law. (London: Oxford Univ. Press. 1945. Pp. 681. 35; 


Woopwarp, E. L. The study of international relations at a university. (London: Oxfor 
Univ. Press. 1945. Pp. 24. 2s.) 

Woorsert, R. G. Foreign affairs bibliography: a selected and annotated list of books on 
international relations, 1932-1942. Counc. on For. Relations pub. (New York: Harper 


1945. Pp. 726. $6.) 
An international bibliography on international relations, compiled on the basis of 


the bibliographies which have appeared in Foreign Affairs, sequel to the Foreign A fair 
Bibliography, 1919-1932. 
Wynouam, H. A. Britain and the world: an outline of reconstruction problems. Looking 
forward pamph, no. 1. (New York: Roy. Inst. of Internat. Affairs, 1945. Pp. 60. 25¢ 
Zurcuer, A. and Pac, R., editors. America’s place in the world economy. (New York 
Inst. on Postwar Reconstruction, New York Univ. 1945. Pp. xi, 250. $3.) 
Addresses delivered at the fourth series of conferences of the Institute on Postwar 
Reconstruction. 


Accounts relating to the export trade of the United Kingdom for the years 1938, 104 
and 1943. (London: H. M. Stat. Off. New York: British Information Services. 1944 


Pp. ix, 62. 30c.) 

Bretton Woods proposals. Treasury Dept. (Washington: Supt. Docs. 1945. Pp. 13. Sc 

The Bretton Woods proposals. A statement on National Policy by the Research Commit- 
tee. (New York: Committee for Econ. Develop. 1945. Pp. 12.) 

The Bretton Woods proposals: reading list. (New York: Woodrow Wilson Found. 1945 

The British commonwealth and empire. (London: Longmans Green. 1945. Pp. 47. 1: 

Guide for the new and prospective foreign trader. Bur. For. and Dom. Commerce, eco: 
ser. 44. (Washington: Supt. Docs. 1945. Pp. 17. 15c.) 

Handbook on lend-lease. (New York: Freedom House, Inc. 1945. Pp. 15.) 

Post-war foreign trade program for United States agriculture. (Washington: Supt. Docs 
1945. Pp. 29.) 

Practical international financial organization through amendments to Bretton Wi 
proposals. (New York: Am. Bankers Assoc. 1945. Pp. 47.) 


The stakes of Bretton Woods—a statement by the Committee on International Policy 
(Washington: Nat. Planning Assoc. 1945. Pp. 44, mimeo.) 


Statistical classification of domestic and foreign commodities exported from the Unite 
States, and regulations governing statistical returns of exports of commodities, schedwe 
B. Pt. 2. Numbered classifications and articles included, Jan. 1, 1945, ed. (Washing: 


ton: Bur. of the Census, 1945. Pp. 295. 65c.) 


United Nations Monetary and Financial Conference, Bretton Woods, N.H., July 1-22 
1944: final act and related documents. Dept. of State, conf. ser. 55. (Washington: Sup! 
Docs. 1944. Pp. 122. 25c.) 
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ited Nations Relief and Rehabilitation Administration: a compilation of the resolutions 
» policy, first and second sessions of the UNRRA council. (New York: Columbia 
Press. 1945. Pp. 200. $1.25.) 
journal, second session of the Council and related documents of the first session, 
! Canada, September 15 to 27, 1944. (New York: Columbia Univ. Press. 1944. 
9. $2.) 


'nited Nations today and tomorrow. (London: H. M. Stat. Off. 1945. 6d.) 
ld trade and world peace. Building the peace, no. 3. (Washington: Supt. Docs. 1945. 


Business Finance; Insurance; Investments; Securities Markets 


Cuupson, W. A. The pattern of corporate financial structure: a cross-section view of 

manufacturing, mining, trade, and construction, 1937, Finan. research prog., stud. in 
nan. (New York: Nat. Bur. of Econ. Research. 1945. Pp. xiv, 148. $2.) 

\ Corporate cash balances, 1914-43: manufacturing and trade. Finan. research 

tud. in bus. finan. (New York: Nat. Bur. of Econ. Research. 1945. Pp, xiv, 

Dowe.t, H. B., and others. Financial management policies. (New Wilmington, Pa.: 

and Bus. Found. 1945, Pp. 42. 30c.) 
ction with respect to regulation of insurance. (Chicago: Counc. of State Govts. 
p. 35, mimeo. 75c.) 

Superintendent of Insurance: eighty-fourth annual report for year ended Dec. 31, 1942. 

Vol. III-A. Casualty and surety companies, title companies. Vol. III-B. Fraternal benefit 

societies, Leg. doc. (1943) no. 61. (Albany: Williams Press. 1944. Pp. 94a, 566; 378b.) 


Public Control of Business; Public Administration; 


National Defense and War 


P. H. Big democracy. (New York: Knopf. 1945. Pp. 205. $2.75.) 
A discussion of the nature of bureaucracy in a democracy by an author who has 
{ many government positions. 
EcHanpia, H. Caracteristicas esenciales del derecho civil moderno. (Medellin, 
1: Imprenta Universidad. 1943. Pp. 127.) 
’. and Pounp, R. Public policy formation and administration in a democracy. 
w Wilmington, Pa.: Econ, and Bus. Found. 1945. Pp. 30. 35c.) 
Harris, S. E. Price and related controls in the United States. (New York: McGraw-Hill. 
1945. Pp. xx, 392. $4.) 
Lasser, J. K. How to speed up settlement of your terminated war contract. (New York: 
McGraw-Hill. 1945. Pp. 186. $3.50.) 
Analyzes and restates government regulations on terminations of war contracts. 
R, B. W. State advertising legislation. (New York: Printers’ Ink Pub. Co. 1945. 
$08.) 
S. and Lamm, L. Our changing government. New ed. (Philadelphia: Lippin- 
‘ase 
7+). EP. $1.80.) 
\ppropriation account for army services 1943-44. H. of Commons papers. (London: H. M. 
stat. Off. 1945. 9d.) 
Code of federal regulations: 1943 supplement, June 2, 1943 to December 31, 1943, in- 
uding Presidential proclamations, Executive orders, and other Presidential documents. 
50. National Archives, Federal Register Division. (Washington: Supt. 
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Constitutional and statutory provisions of the states. (Chicago: Counc, of State Goyts 
1945. Pp. 48, mimeo. $1.) 


Contract settlement training guide: policies and programs to be used in training wa 
contractors. Off. of War Mobilization and Reconversion. (Washington: Supt. Docs. 
1945. Pp. 7. 5c.) 


Director of War Mobilization and Reconversion: summary, second quarterly report on 
demobilization and reconversion. (Chicago: Counc. of State Govts. 1945. Pp. 12, mimeo 
35c.) 

Federal demobilization and reconversion programs. (Chicago: Counc. of State Govts 
1945. Pp. 33, mimeo. 50c.) 


New York State Joint Legislative Committee: interim report on legislative methods, prac- 
tices, procedures and expenditures. Leg. doc. (1945) no. 35. (Albany: Williams Press 
1945. Pp. 121.) 


Office of Price Administration: eleventh quarterly report for the period ended Sept. 30 
1944. (Washington: Supt. Docs. 1945. Pp. 84. 15c.) 


Postwar employment and the removal of wartime controls. A statement on National 
Policy by the Research Committee. (New York: Committee for Econ. Development 
1945. Pp. 31.) 


Rationing in Australia—a review of the work of the Commonwealth Rationing Commis- 
sion, June 1942-December 1944. (Melbourne: Director of Rationing, Box 1994, $.G.P.0 
1945. Pp. 32.) 


Supreme Court reports: Vol. 332. Cases adjudged in the Supreme Court at October term, 
1943, from Apr. 10, 1944 (concluded) to and including June 12, 1944 (end of term 
Supreme Court. (Washington: Supt. Docs. 1945, Pp. 794. $2.75.) 


United States code: supplement 4, containing the general and permanent laws of the 
United States enacted during the 77th and 78th Congresses, Jan. 3, 1941 to Jan. 3, 1945 
House Committee on Revision of Laws. (Washington: Supt. Docs. 1945. Pp, 1517. $3.50 


War plants disposal: iron and steel plants. Second progress report on the preparation o{ 
joint hearings on the disposal of surplus iron and steel plants and facilities, pursuant to 
S. Res. 46 and S. Res. 33. 79th Cong., 1st sess. Sen. rept. no. 199, pt. 3. (Washington 
Govt. Printing Office. 1945. Pp. 25.) 


Wartime Price and Trade Board [Dominion of Canada]: report, Jan. 1, 1944 to Dec. 31 
1944. (Ottawa: Cloutier. 1945. Pp. 78.) 


Industrial Organization; Price and Production Policies; 
Business Methods 


ARNOLD, T. W. Cartels or free enterprise? Pamph. no. 103. (New York: Pub. Affairs 
Committee. 1945. Pp. 31. 10c.) 

BeTuet, L. L., ATWATER, F. S., Smitu, G. H. E., and Stacxman, H. A., Jr. Indusirial 
organization and management. (New York: McGraw-Hill. 1945. Pp. xii, 798. $4.50 

Dean, W. L., and others. Controllership management policies. (New Wilmington, Pa 
Econ. and Bus. Found. 1944. Pp. iv, 54. 35c.) 

Hempet, E. H. Top-management planning: methods needed for postwar orientation 0/ 
industrial companies. (New York: Harper. 1945. Pp. 427. $4.50.) 

Hersert, P. Can the small manufacturer survive? (London: Muller. 1945. Pp. 35. 3d 

Juran, J. M. Management of inspection and quality control. (New York: Harper. 1945 
Pp. 247. $3.) 

Matta, J. P., and others. Marketing management policies. (New Wilmington, Pa.: Econ 
and Bus. Found. 1945. Pp. 45. 35c.) 
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porisnook, W. M., and others. Elements of general business. (Boston: Ginn. 1945. Pp. 


396. $1./0.) 


caunpers, N. F. T. Factory organization and management, (London: Pitman. 1945. Pp. 


10s. 6d.) 


vincent, R. F. The industrial housekeeping manual, methods, schedules, and organization. 
Deep River, Conn.: Nat. Foremen’s Inst. 1945. Pp. 115. $2.50.) 


ps 


wean, R. J., and others. Production management policies. (New Wilmington, Pa.: Econ. 
and Bus. Found. 1945. Pp. 57. 35c.) 


Warton, J. F. The theory and practice of earning a living. (New York: Simon and 
Schuster. 1945. Pp. 249. $2.50.) 

The fundamentals behind business practice in America, explained by a lawyer inter- 
ested in problems of full employment and the causes of national prosperity and na- 
tional depression. 

The development of foremen in management. Research rept. no. 7. (New York: Am. 
Manag. Assoc. 1945. Pp. 94. $2.25.) 
Part 2 of a study of the foremen’s réle in industry. 


The V-day problem of military air-craft procurement. (Washington: Nat. Planning Assoc. 
Pp. iv, 9, mimeo.) 


Marketing; Domestic Trade 


SREENBERG, D. B. and ScHINDALL, H. A small store and independence: a practical guide 
to successful retailing. (New York: Greenberg. 1945. Pp. 251. $2.) 


Hooxer, A. A. A scheme for the marketing of imported wheat. (London: Stoneham. 1945. 
Pp. 24. 6d 


Od.) 


The rehabilitation of the catering industry: report, Nov. 20, 1944. (London: H. M. Stat. 
Off. 1 ] 


44). YO 


Mining; Manufacturing; Construction 


Bain, J. S. War and postwar developments in the southern California petroleum industry. 
s Angeles: Haynes Found. 1945. Pp. 49.) 


H, C. Masters of mass production. (Indianapolis: Bobbs-Merrill. 1945. Pp. 290. $3.50.) 


H. S. Economic issues in textiles—a challenge to research. Research rept. no. 9. 
lelphia: Wharton School of Finan. and Commerce, Univ. of Pennsylvania. 1945. 
32. 50c.) 


Encte, N. H., Grecory, H. E. and Mosst, R. Aluminum—an industrial marketing ap- 
praisal. Indus. ser., Bur. of Bus. Research, Coll. of Econ. and Bus., Univ. of Wash- 
ington. (Chicago: Irwin. 1944. Pp. xxx, 494.) 


AY, E. C. Principio to Wheeling, 1715-1945: a pageant of iron and steel. (New York: 
Harper. 1945. Pp. 349. $3.) 


KEDMAYNE, SIR R. The problem of the coal mines. (London: Eyre and Spottiswoode. 
1945. Pp. 60. 4s. 6d.) 


ps, D. H. Coal and all about it. (London: Harrap. 1945. Pp. 240. 7s. 6d.) 
INNER, W. E., editor. Mining year book, 1945. (London: Skinner. 1945. Pp. 590. 25s.) 


Waters, L. L. Kansas manufacturing in the war economy, 1940-1944. Indus. research ser. 
D Lawrence: Univ. of Kansas Pub. 1945. Pp. 46.) 


Wuzuacson. G. W. Aeroplane production yearbook and manual, 1945. (London: Elek. 
1945. Pp. 568. 40s.) 
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Coal charges account: financial position of the coal mining industry. Comd. papers. (Lop. 
don: H. M. Stat. Off. 1945. 9s.) 


Coal mines act, 1911: regulations and orders relating to safety and health. (Londo Aig { 
H. M. Stat. Off. 1945. 2s.) De 
Durham coalfield, regional survey report: northern “B” region, Oct. 30, 1944. (London e 
H. M. Stat. Off. 1945. 1s.) Educ 


Industrial record: 1919-1939. (London: Pitman. 1945. Pp. 84. 8s. 6d.) 


Kent coalfield: regional survey report, March, 1945. (London: H. M. Stat. Off, 104: 
od.) 


Minerals yearbook, 1942. (Washington: Supt. Docs. 1942. Pp. 1574. $2.25.) if 


Transportation; Communication; Public Utilities 


ALLAN, I. Titans of the track—L.N.E.R. (London: Author, 225 Laleham Rd., Staing 
1945. Pp. 32. 1s. 6d.) ot 


ANDERSON, R. E. The Merchant Marine and world frontiers. (New York: Cornell Mar. 
time Press. 1945. Pp. 220. $3.) 
The problem of effective use of our long-term post-war planning, with discussion of 
new techniques, international relations, economics, analyzed by the Director of Finang 
of the United States Maritime Commission. Inte 


Bootn, E. C. T. and Sarcent, E. B. R. Merchant ships, 1944. (London: Low. 1945. Pp ves 
700. 63s.) i 


CANNELL, L. D. The freight rate structure and its effect on the price and movement o} oad 
northwest wheat. Bull. no. 2. (Pullman: State Coll. of Washington, Bur. of Econ. and In 
Bus. Research. 1945. Pp. 78.) ane 


Cuerry, T. D. The effect of the present freight rate structure on five industries in Texa: 
Bull. no. 82. (College Station, Texas: Agric. and Mechan. Coll. of Texas. 1945. Pp. 105 


Cotton, H. The transmission and distribution of electrical energy. (London: English 
Univ. Press. 1945. Pp. 450. 25s.) Rai 


Kitcutin, L. D. Road transport law. (London: Iliffe. 1945. Pp. 67. 3s. 6d.) Act 


LILIENTHAL, D. E. TVA: democracy on the march. (New York: Pocket Books. 1944. Py Repor 
253. 25c.) 


Mance, Brig.-Gen. Srr H. O. and Wuee er, J. E. International river and canal transport 
Internat. transport and communications. (New York: Oxford. 1945. Pp. 123. $1.) 


———. International sea transport. (London: Oxford Univ. Press. 1945. Pp. 210. 12s. 6d 


Mippteton, P. H. Freight transport in the United States—prewar, war, and postwar 
Introd. by H. A. WHEELER. (Chicago: Railway Bus. Assoc. 1945. Pp. 116.) BELL. 


PARMELEE, J. H. A review of railway operations in 1944. Spec. ser. no. 74. (Washington 
Assoc. of Am. Railroads, Bur. of Railway Econ. 1945. Pp. 38.) Borst 


Watton, F., editor. The airman’s almanac. (New York: Farrar and Rinehart. 1945. Pp 
512. $1.) 


Brow 

Ware, L. A. and Reep, H. R. Communication circuits. (London: Chapman and Hal éd 
1945. Pp. v, 330. 21s.) EASTE} 
WATERMAN, P. L. The role of the states in postwar aviation. 1945 legis. prob., no. 4 Pp 
(Berkeley: Bur. of Pub. Admin., Univ. of California. 1945. Pp. 58, mimeo.) FARNS 
ford 


Wiprup, A. C. Justice in transportation: an exposé of monopoly control. Introduction by 
T. Arnot. (Chicago: Ziff-Davis. 1945. Pp. 219. $2.50.) A 
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tip transport and civil aviation, 1944-1945. (New York: Frances Sharp. 1945. Pp. 311. 


‘iy transport services: agreements between United States and Sweden; Denmark; Spain. 

“Dent. of State, exec. agreement ser. 431, 430, 432. (Washington: Supt. Docs. 1945. Pp. 
13. 5c each.) 

tion for the air age: compilation of papers and reports presented as part of the 

rkshop in Claremont summer session, 1944. (Claremont, Calif.: Claremont Coll. Li- 
1945, Various pp., mimeo. $1.50.) 


Electricity and its regional setting. (London: Assoc. for Planning, 32 Gordon Sq., W.C.1. 


5. Pp. 39. 3s. 6d.) 


ral Power Commission: opinions and decisions, with appendix of selected orders in 
nature of opinions. Vol. 3. Jan. 1, 1942-Sept. 30, 1943. (Washington: Supt. Docs. 


Pp. 1180. $2.25.) 


Highland power: report on the utilization of the hydro-electric power envisaged in the 
hydro-electric development (Scotland) act, 1943. (London: MacLellan. 1945. Pp. 80. 
International civil aviation conference, Chicago, Illinois, Nov. 1-Dec. 7, 1944; final act 
n ‘related documents. Dept. of State, conf. ser. 64. (Washington: Supt. Docs. 1945. Pp. 
Interstate Commerce Commission: decisions. Vol. 43. Motor carrier cases, Oct. 1943-Oct. 


1944. Vol. 258. Jan.-Oct. 1944. (Washington: Supt. Docs. 1944. Pp. 1013; 862. $2.25; 


= 57th annual report on statistics of railways in the United States for the year 


ended Dec. 31, 1943, including data for the Pullman Co., Railway Express Agency, 

Inc., electric railways, carriers by water, oil pipe lines, motor carriers, freight for- 

rders, and private car owners, subject to the Interstate Commerce Act for the year 
Washington: Supt. Docs. 1945. Pp. x, 598. $2.) 


ummary tables of the 57th annual report on statistics of railways in United 
States for the year ended Dec. 31, 1943, including selected data for the Pullman Co., 
Railway Express Agency, Inc., electric railways, carriers by water, oil pipe lines, motor 
urriers, freight forwarders, and private car owners, subject to the Interstate Commerce 
Act for the year 1943. (Washington: Supt. Docs. 1945. Pp. 224. 50c.) 
Report of television committee, Dec. 29, 1944. (London: H. M. Stat. Off. 1945. 6d.) 
Rural electrification after the war. Dept. of Agric. (Washington: Supt. Docs. 1945. Pp. 18.) 
Scottish rating system: report of committee, Dec. 22, 1944. (London: H. M. Stat. Off. 


1.) 


Agriculture; Forestry; Fisheries 


Beit, E. H. and Scovrrre, O. J. Part-time farming. Dept. of Agric., farmer’s bull. no 
1966. (Washington: Supt. Docs. 1945. Pp. 18. 10c.) 

Borst, H. L., and others. Imvestigations in erosion control and the reclamation of eroded 
land at the Northwest Appalachian Conservation Experiment Station, Zanesville, Ohio, 

1934-42. Dept. of Agric. tech. bull. no. 888. (Washington: Supt. Docs. 1945. Pp. 95. 20c.) 


Brown, W. L. L. An introduction to soil mechanics. (London: Pitman. 1945. Pp. 64. 4s. 


Eastersroox, L. F., editor. Farming and mechanised agriculture. (London: Harrap. 1945. 
408. 21s.) 
FARNSWORTH, H. C. and TrmosHenxo, V. P. World grain review and outlook, 1945. (Stan- 
td University, Calif.: Food Research Inst. 1945. Pp. xi, 319. $3.) 
‘A convenient and comprehensive survey of major developments in the past crop year. 
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ForoHam, M. The restoration of agriculture. (London: Staples. 1945. Pp. 27. 1s.) = 
Hamitton, T. R. Trends in the sheep and wool industry in Texas. Trends in the prody. 


tion, consumption, and prices of Mohair in Texas. Texas Agric. Exp. Stat., Diy. ,; W 
Farm and Ranch Econ., prog. repts. no. 944 and 945. (College Station, Texas: Agr: 
and Mechan. Coll. of Texas. 1945. Pp. 28; 21, mimeo.) : W 


Jounson, N. W. Planning the farm for profit and stability. Dept. of Agric., farmers’ byl 
no. 1965. (Washington: Supt. Docs. 1945. Pp. 30. 10c.) 

Kissin, I. Co-operation in forestry. Tech. communication no. 2. (Oxford: Imperial 
Forestry Bur. 1944. Pp. 72. 4s.) 

————: forestry credit. Tech. communication no. 3. (Oxford: Imperial Forestry By 
1945. Pp. 27. 2s. 6d.) 

Kitcuin, A. W. M. The future of British farming. (London: Pilot Press. 1945. Pp. 64, §; 

Leonarp, L. L. International regulation of fisheries. Carnegie Endowment for Interny: 
Peace, Div. of Internat. Law, mono. no. 7. (New York: Columbia Univ. Press, 9. 
Pp. vii, 211. $2.) 

} Moore, A. The farmer and the rest of us. (Boston: Little, Brown. 1944. Pp. 226. $2.59 CE 

RecAn, M. M., and others. The farm real estate situation, 1943-44. Dept. of Agric., cir 
no. 721. (Washington: Supt. Docs. 1945. Pp. 45. 10c.) 

RICHARDSON, B. T. Workers in subjects pertaining to agriculture in land-grant colleges ani 
experiment stations 1944-45. Dept. of Agric., misc. pub. no. 556. (Washington : Supt. Dos Cr 
1945. Pp. 170. 25c.) 

SHEPHERD, G. S. Agricultural price control. (Ames, Iowa: Collegiate Press. 1945. Pp. ix, Di 
361. $3.75.) 

———. Agricultural prices after the war. Wartime farm and food pol., pamph. no. 1! ta 
(Ames, Iowa: Collegiate Press. 1945. Pp. 45. 20c.) sa 

Torttey, H. R. and Strnesower, L. D. Food for the family of nations—the purpose ond 
structure of the proposed food and agricultural organization of the United Nation 
(Washington: Supt. Docs. 1945. Pp. 16. 5c.) 

Towne, C. W. and WentwortH, E. N. Shepherd’s empire. (Norman: Univ. of Oklahom 
Press. 1945. Pp. xili, 376. $3.50.) 

Administrator of Agricultural Research: report, 1944. (Washington: Supt. Docs, 1944. Pp 
234. 25c.) Mc 

‘ Agricultural statistics, 1944. (Washington: Supt. Docs. 1945. Pp. 587. $1.) 


Cotton production and distribution, season of 1943-44. Bull. 181. (Washington: Bur. of 
the Census, 1945. Pp. 56. 15c.) 

Fertilizers in the postwar national economy. Pamph. no, 42. (Washington: Nat. Planning d 
Assoc. 1945. Pp. 48. 25c.) is 

Guayule: growth studies. Dept. of Agric., tech. bull. 885. (Washington: Supt. Does. 19% 
Pp. 19. 10c.) g 

A joint statement on the food and agriculture organization. (Washington: Nat. Plann 
Assoc. 1945. Pp. iv, 11, mimeo.) 

Manual for the study of food habits: report of the committee on food habits, Nat. Re 
search Counc. bull. no. 111. (Washington: Nat. Acad. of Sci. 1945. Pp. 142.) SWA 

Nutrition and relief work: a handbook for the guidance of relief workers, Counc af 
British Soc. for Relief Abroad. (New York: Oxford. 1945. Pp. 111. $1.50.) | Vior 

The nature, extent and practical technique of work to be done in eliminating star m: 

tion from Europe. War 

War Food Administration: annual report on tobacco statistics, 1944. Prepared by the Bi 
Office of Distribution. (Washington: Supt. Docs. 1944. Pp. 97.) 
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—: report of the Combined Food Board: progress of the work from June 9, 1942, 
December 31, 1944. (Washington: Supt. Docs. 1945. Pp. 10. 5c.) 


Wartime changes in the financial structure of agriculture. Dept. of Agric. misc. pub. 558. 
Washington: Supt. Docs. 1945. Pp. 32. 10c.) 


What post-war policies for agriculture? Bur. of Agric. Econ., farmer and the war no. 7. 
(Washington: Supt. Docs. 1944. Pp. 13. 5c.) 


The work of the forest service. Rev. ed. Dept. of Agric. misc. pub. no. 290. (Washington: 
Supt. Docs. 1945. Pp. 32.) 


Workers in subjects pertaining to agriculture in land-grant colleges and experiment stations, 
1944-45, Dept. of Agric. misc. pub. 556. (Washington: Supt. Docs. 1945. Pp. 164. 25c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


wn, D. An Englishman’s home. (London: Red Flag Fellowship, 5, Ranelagh Gardens 
Mansions, S.W. 6. 1945. Pp. 29. 1s.) 


CuuRCHILL, H. S. The city is the people. (New York: Reynal and Hitchcock. 1945. Pp. 
186. $3.) 
Functional planning of modern cities, considering the political, physical, financial, 
iological, economic and aesthetic aspects and city development in the past. 


Lover, V. T. An economic and sociological study of a Kansas community. Econ. ser. no. 2. 
Hays, Kans.: Fort Hays Kansas State Coll. 1945. Pp. 71.) 


Dickinson, R. E. The regions of Germany. (London: Paul. 1945. Pp. 175. 10s. 6d.) 
Ersas, M. J. Housing before the war and after. (London: Staples. 1945. Pp. 95. 7s. 6d.) 


HILBERSEIMER, L. The new city: principles of planning. (Chicago: Paul Theobald. 1945. 


Hit, H. A. Town and country planning act, 1944. (London: Butterworth. 1945. Pp. 131. 


Os. 6d.) 


Jonnstone, B. K., and others. Building or buying a house: a guide to wise investment. 
New York: Whittlesey House, McGraw-Hill. 1945. Pp. 165. $2.75.) 
Mavce, J. The rehousing of Britain. (London: Pilot Press. 1945. Pp. 64. 4s. 6d.) 
IntyrE, A. J. and J. J. Country towms of Victoria. (London: Oxford Univ. Press. 
Pp. 316. 10s. 6d.) 


MumrorD, L. City development: studies in disintegration and renewal. (New York: Har- 
court Brace. 1945. Pp. 248. $2.) 
Contains report on the development of Honolulu and also on the new plan for Lon- 


SENMAN, D. A million homes a year. (New York: Harcourt Brace. 1945. Pp. 343. $3.50.) 
Survey of the national housing problem, especially redevelopment of slum areas, 
government assistance for the lowest income families and the expediency of home 
wnership 


TEFANSSON, V. The Arctic in fact and fable. Headline ser., no. 51. (New York: For. 
Assoc. 1945, Pp. 96. 25c.) 


WAN, H. S. The housing market in New York City. (London: Chapman and Hall. 1945. 


Pp. vi, 204. 12s.) 


\ioLicH, F. Cities of Latin America: houses and planning to the south. (London: Chap- 
man and Hall. 1945. Pp. xii, 241. 21s.) 


Wares, H. B. and Latnrop, H. O. The conservation of natural resources. (Chicago: Laurel 


Book Co. 1944. Pp. 562. $2.) 
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Wourr, R. P. Miami—economic pattern of a resort area. (Coral Gables, Fla.: Uniy, o 
Miami. 1945. Pp. 172.) 


Wricut, F. L. When democracy builds. (Chicago: Univ. of Chicago Press. 1945. Pp, 149 
$4.) 
Describes the city of the future. 


Merseyside plan, 1944: report prepared by F. L. THompson with Technical Committee o} 
Merseyside Advis. Joint Planning Committee. (London: H. M. Stat. Off. 1945, 75. 6¢ 


Reconversion problems in the Buffalo industrial area. Bur. of Lab. Stat., bull. 804. (Wash. 
ington: Supt. Docs. 1945. Pp. 20. 10c.) 


Sixteenth census of the United States, 1940: housing. Characteristics by type of structure 
regions, states, cities of 100,000 or more, and principal metropolitan districts. (Wasb- 
ington: Bur. of the Census. 1945. Pp. 402. $1.) P; 

Summary for the United States and regions and statistics for the states, the cities of 


100,000 inhabitants or more, and the principal metropolitan districts. 


South Carolina: economic and Social conditions in 1944, Pub. soc. sci., ser. 1, no. | 
(Columbia: Univ. of South Carolina Press. 1945. Pp. 246. $2.50.) R 


Town planning and the independent shopkeeper. (Manchester: Independent Trader 
Alliance. 1945. Pp. 8. 3d.) 


War housing in the United States. National Housing Agency. (Washington: Supt. Docs " 
1945. Pp. 36. 10c.) 
Labor and Industrial Relations 
ARNOLD, S. Planned dovetailing seasonal employment. Research monog. no. 35. (Columbus wi 
Bur. of Bus. Research, Ohio State Univ. 1944. Pp. xiii, 51.) ) 
Baker, H. Problems of reemployment and retaining of manpower during the transition C 
from war to peace. Bibliog. ser. no. 75, rev. (Princeton: Industrial Relations Sec 
Princeton Univ. 1945. Pp. 45. 50c.) 
Biocu, J. Labour legislation and social insurance in Poland. (London: Stevens and Sons 
1945. Pp. 55. 4s.) . 
Bootse, V. and ARNOLD, S. Seasonality of employment in Ohio. (Columbus: Bur. of Bus P 
Research, Ohio State Univ. 1944. Pp. xv, 247. $4.) rh 
CHERNICK, J. and Hetiicxson, G. C. Guaranteed annual wages, (Minneapolis: Unis I 
of Minnesota Press. 1945, Pp. vii, 146. $2.50.) - 
Dant, M. B. Safety through management leadership. Div. of Lab. Stand., spec. bull. no S 
15. (Washington: Supt. Docs. 1944. Pp. 21. Sc.) Cu 
Foster, W. Z. Organized labor faces the new world. (New York: New Century Publisher I 
1945. Pp. 23. 5c.) Imi 
Gross, F. The Polish worker: a study of a social stratum. (New York: Roy. 1945. ? S 
274. $3.) 
The social history and the sociological structure of the Polish proletariat, its « 
nomic condition, Polish labor legislation and the environment of the Polish worker Ind 
a leader in the Polish Labor Movement. 
Ind 


Hicctns, G. G. Voluntarism in organized labor in the United States, 1930-1940. Stud. © 
econ., Vol. 13. (Washington: Catholic Univ. of Am, Press. 1944. Pp. ix, 182.) 


Hix, L. H. and Hook, C. R.. Jr. Management at the bargaining table. (New Yor ' 
McGraw-Hill. 1945. Pp. vii, 300. $3.) st 
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tounseN, J. E., compiler. Postwar wage stabilization. (New York: Wilson. 1945. Pp. 227. 


J. A. How to handle labor grievances, plans and procedures. (Deep River, Conn.: 
Nat. Foremen’s Inst. 1945. Pp. 294. $4.) 


tawe, F. W. Staff management. (London: Inst. of Lab. Manag. 1944. Pp. 28. 1s.) 
J. K. Wage incentives. (London: Chapman and Hall. 1945. Pp. 174. 15s.) 


1 S. Some aspects of the proposed guaranteed wage. (New York: U. S. Steel Corp. 
Pp. 17.) 


waar. G. B. Labor and tomorrow’s world. Fondren Lectures for 1944, Southern Metho- 
t University. (Nashville: Abingdon-Cokesbury. 1945. Pp. 153. $1.50.) 


Patevsky, M. Counseling service for industrial workers. (New York: Family Welfare 
Assoc. 1945. Pp. 51. 60c.) 


Rieve, E. International labor standards—a key to world security. (New York: Textile 
Workers Union of Am., CIO, [1945.] Pp. 16.) 
Romney, G. Automotive Council Statement to the Senate War Investigating Committee 
n manpower problems and their effect on war production. (Detroit: Automotive Counc. 
War Production. 1945. Pp. 38.) 


Tate, M. Equal work deserves equal pay. (London: Equal Pay Campaign Committee. 
12. 3d.) 


Pp 
Tuompson, L. A., compiler. The guaranteed annual wage and other proposals for steady- 
the worker’s income: selected references. (Washington: Library, Dept. of Labor. 

Pp. 19, mimeo.) 


trson, T. and Giazer, J. The forward march of American labor—a brief history of 
{merican labor movement written for union members. (New York: League for 
Industrial Democracy. 1945. Pp. 32. 15c.) 


Collective bargaining by supervisory and technical personnel. Selected references, no. 2. 
Princeton: Industrial Relations Sec., Princeton Univ. 1945. Pp. 4. 10c.) 


Current problems in wage policies. Selected references, no. 3. (Princeton: Industrial Rela- 
t Sec., Princeton Univ. 1945. Pp. 4. 10c.) 


Dismissal pay provisions in union agreements, December 1944. Bur. of Lab. Stat., bull. 
(Washington: Supt. Docs. 1945. Pp. 14. 5c.) 


The exploitation of foreign labour by Germany. Stud. and repts. ser. C, no. 25. (Montreal: 
Internat. Lab. Office. 1945. Pp. v, 286. $1.50.) 


The foremen’s guide to labor relations, Div. of Labor Stand., bull. no. 66. (Washington: 
Supt. Docs. 1944. Pp. 32. 10c.) 


Guaranteed employment and income stabilization. Selected references, no. 1. (Princeton: 
Industrial Relations Sec., Princeton Univ. 1945. Pp. 4. 10c.) 


Improvement of labor-utilization procedures. Bur. of Lab. Stat., bull. 807. (Washington: 
Supt. Docs. 1945, Pp. 44. 10c.) 
A report on the principles which may be used to increase production and productivity 
through improvements in labor-utilization procedures. 


r articles: Vol. XIX. 1945. (New York: Rand School of Soc. Sci. 1945. Pp 


Industrial relations handbook. (London: H. M. Stat. Off. New York: British Information 
services. 1944. Pp. 260. $1.05.) , 

An account of the organization of employers and workpeople in Great Britain; col- 

ective bargaining and joint negotiating machinery; conciliation and arbitration; and 


statutory regulation of wages in certain industries. 
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Labor laws and their administration, 1943. Proceedings of the 28th convention of ty, 
International Association of Governmental Labor Officials, Chicago, October 1943, By 
of Lab. Stat., bull. 795. (Washington: Supt. Docs. 1945. Pp. 181. 25c.) 


The Labour Party: report of the forty-third annual conference, Dec. 11-15, 1944, London 
(London: Lab. Party. 1945. Pp. 220. 2s. 6d.) 


Legislative series, Apr.-June, 1945. (Montreal: Internat. Lab. Off. 1945. Various pp. ¢; 
yearly.) 


Mining people. (London: H. M. Stat. Off. 1945. 9d.) 


Minutes of the ninety-first session of the Governing Body, London, Dec. 16-20, 194; 
(Montreal: Internat. Lab. Office. 1945. Pp. 192.) 


National Labor Relations Board: decisions and orders. Vol. 56. Apr. 25, 1944-June 3, 
1944. Vol. 57. July 1, 1944-Aug. 31, 1944. (Washington: Supt. Docs. 1945. Pp. 1099. 
1838. $2.75; $3.) 


Negro workers after the war. (New York: Nat. Negro. Congress. 1945. Pp. 23. Sc.) 


The new I.L.0.? (London: British Assoc. for Lab. Legis., 21 Clareville Grove, SW) 
1945. Pp. 16. 9s.) 


New York State School of Industrial and Labor Relations: report of the Board of Tem. 
porary Trustees. Leg. doc. (1945) no. 20. (Albany: Williams Press. 1945. Pp. 113.) 


Paid vacations in American industry, 1943 and 1944. Bur. of Lab. Stat., bull. 811. (Wasb- 
ington: Supt. Docs. 1945. Pp. 30. 10c.) 
Gives information relating to vacations with pay in selected industries, 1943-44, and 
paid-vacation provisions in union agreements, Nov. 1944. 


Record of proceedings, twenty-sixth session, International Labour Conference, Philaddl- 
phia, 1944. (Montreal: Internat. Lab. Off. 1944. Pp. xxxiv, 647.) 


State labor laws for women with wartime modifications, Dec. 15, 1944. Pt. 3. Analysis 
of regulatory laws, prohibitory laws, maternity laws. Pt. 4. Analysis of industrial home. 
work laws. Women’s Bur. bulls. 202-3, 202-4. (Washington: Supt. Docs. 1945. Pp. 1); 
26. 5c; 10c.) 


Trends in urban wage rates, April-October 1944. Bur. of Lab. Stat., bull. 809. (Wash- 
ington: Supt. Docs. 1945. Pp. 8. 5c.) 


The unionization of foremen. Research rept. no. 6. (New York: Am. Manag. Assoc. 1945 
Pp. 36. $1.25.) 
Part I of a study of the foreman’s réle in industry. 


Yearbook of American labor. Vol. I. War labor policies. Edited by C. E. Warne, chair- 
man; W. B. Catiin; D. W. Douctas; K. DuPre Limpxkin, managing editor; J. R 
WatsH; C. Wiritams. (New York: Philosophical Library. 1945. Pp. xvii, 655. $7.50 

A new project by many specialists in the field of labor economics, covering the con- 
temporary status of American labor, labor and government, labor relations in six key 
industries, labor problems of economic groups, reactions of representatives of organized 
labor to the war labor situation, international relationships, and a summary of the war 
trends in organized labor. 


Social Insurance; Relief; Pensions; Public Welfare 
Cassipy, H. M. Public health and welfare reorganization—the postwar problems in th 
Canadian provinces. (Boston: Bruce Humphries. 1945. Pp. xi, 464. $5.) 


Donanve, W. T. and Trssitts, C. The disabled veteran. Annals, Vol. 239. (Philadelphia 
Am. Acad. Pol. and Soc. Sci. 1945. Pp. v, 237. $2.) 


GoLDMANN, F. Public medical care—principles and problems. (New York: Columbia Uni 
Press. 1945. Pp. x, 226. $2.75.) 
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uvepin, R. G. Statistics of medical social casework in New York City. (New York: 
Russell Sage Found. 1945. Pp. 21. 2Sc.) 
Ionnson, D. Veteran’s guide. Pamph. no. 102. (New York: Pub. Affairs Committee. 1945. 
Pp 32. 10c.) 
Kormes, M. An actuarial report on the Costa Rican Social Security Fund. (Montreal: 
Internat. Lab. Office. 1945. Pp. 30. 50c.) 
x. M. G. and Cummincs, A. B. Standards of relief in California, 1940. (Berkeley: 
“Univ. of California Press. 1945. Pp. vi, 228.) 
yacapam, E. The social servant in the making: a review of the provision of training in 
the social services. (London: Allen and Unwin. 1945. Pp. 146. 6s.) 
fay, S. C. Financial aspects of health insurance with particular reference to A.B. 800 
"ond AB. 449. 1945 legis. prob. no. 3. (Berkeley: Bur. of Pub. Admin., Univ. of Cali- 
fornia. 1945. Pp. 35, mimeo.) 
Newman, T. S. Guide to the government’s proposals for national insurance. (London: 
s of Oak Bldg. Soc., Euston Rd., N.W.1. 1945. Pp. 37. 6d.) 


Pennock, J. L. and AncLe, G. M. What farm families spend on medical care. Dept. of 
Acric, misc. pub. no. 561. (Washington: Supt. Docs. 1945. Pp. 18.) 


Samson, E. D. Old age in the new world. Target for tomorrow. (Forest Hills, N.Y.: 
Transatlantic Arts. 1945. Pp. 60. $1.50.) 
‘Creative Age Press, 1945. Pp. 44. $1.) 
A program for the veteran’s readjustment to civilian life, suggesting the establishment 
ivilian centers of rehabilitation, and sketching an industrial program of reémploy- 
Suttrvan, E. V. More medical care or less sickness. (Chicago: Insurance Econ. Soc. of 
Am. 1945. Pp. 8.) 
Winstow, C. E. A. Health care for Americans. Pamph. no. 104. (New York: Pub. Af- 
fairs Committee. 1945. Pp. 31. 10c.) 


Yost, E. Straight talk for disabled veterans. Pamph. no. 106. (New York: Pub. Affairs Com- 
mittee. 1945. Pp. 31. 10c.) 

Britain and the veteran. (New York: British Information Services. 1945. Pp. 20.) 

Data for state-wide planning of veterans’ education, Educ. Off., bull. 1945, no. 4. (Wash- 
ington: Supt. Docs. 1945. Pp. 69. 15c.) 

Directory of social agencies in the city of New York, 1944-45. (London: Oxford Univ. 
Press. 1945. Pp. 378. 26s. 6d.) 


Hospital survey: the hospital services of the eastern area; of London and the surrounding 
area, (London: H. M. Stat. Off. 1945. 2s. 6d.; 10s.) 

Mid-war developments in civilian family allowances. Bur. of Lab, Stat., bull. 803. (Wash- 
ington: Supt. Docs. 1944. Pp. 16. 10c.) 


Post-war youth service in Wales: report of Welsh Youth Committee, Feb., 1945. (Lon- 
don: H. M. Stat. Off. 1945. 4d.) 


Proceedings of the National Conference of Social Work. (London: Oxford Univ. Press. 
1945. Pp. 502. 33s. 6d.) 

Reemployment of veterans. (New York: Time Inc., Service on Postwar Information. 1945. 
Pp. ix, 60.) 


Some basic readings in social security. Supplement to pub. no. 28, rev. Social Security 


Board. (Washington: Supt. Docs. 1945. Pp. 58. 15c.) 

ite veterans laws [Committee on Pensions, House, 78th Cong.], granting rights, benefits, 
ind privileges to veterans, their dependents, and their organizations; special compilation 
” Jan. 1, 1945. House Committee print 10. (Washington: Supt. Docs. 1945. Pp. 277. 
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Veterans’ legislation, historical statement of the laws enacted and veterans regulation 
promulgated relating to veterans and their dependents, with a complete statemen; ,, 
garding expenditures for hospital and domiciliary construction. 79th Cong., ist ten, 
H. doc. 136. (Washington: Supt. Docs, 1945. Pp. 186. 25c.) 


Consumption; Cooperation 


Hate, E. A., and others. The Co-ops and you: being a brief history of the Lawyers ¢. 
operative Publishing Company and an outline of the benefits available to its employe 
(Rochester, N.Y.: Lawyers Co-op. Pub. Co. 1945. Pp. v, 78.) 


Hermers, L. and Coox, M. G., compilers. Consumer education for all ages: charts, 
hibits, films and filmslides, maps, pictures, publications, radio, and recordings. (Upy, 
Montclair, N.J.: State Teachers Coll. 1945. Pp. 21, mimeo. 50c.) 


Reeves, J. A century of Rochdale co-operation, 1844-1944. (London: Central Books. 194; 
Pp. 202. 7s. 6d.) 


A food and nutrition program for the nation. Planning pamph. no. 46. (Washington: Na 
Planning Assoc. 1945. Pp. 35. 25c.) 


Operations of consumers’ cooperatives in 1943. Bur. of Lab, Stat., bull. 796. (Washington 
Supt. Docs. 1944. Pp. 17. 10c.) 


Retail prices of food 1942 and 1943. Bur. of Lab. Stat., bull. 799. (Washington: Sup. 
Docs. 1945. Pp. 43. 10c.) 
Gives retail food prices during 2 years of war, annual average indexes, 1913 to 1943, 
review of retail food prices in 1942 and 1943, and revision of retail food-cost index jn 
March 1943. 


Population; Migration; Vital Statistics 


Burca, G. I. and Penvert, E. Population roads to peace or war. Foreword and pos- 
script by W. B. Pirxin. (Washington: Population Reference Bur. 1945. Pp. 143. $2; 
pap., $1.) 

A strong statement of the dangers of over-population of the world. 

Capsury, L. J. This question of populations—Europe in 1990. (London: News Chronicle 
1945. Pp. 24. 6d.) 

Hussack, E. M. Population, facts and policies. (London: Allen and Unwin. 1945. Pp. 47 
2s. 6d.) 


Registrar-General for births, etc.: 87th annual report, 1941; 88th, 1942. (London: H. M 
Stat. Off. 1945. 4s. each.) 


Republica del Peru: censo nacional de poblacion y ocupation de 1940. Vol. I. (Lima 
Direccién Nacional de Estadistica. 1944. Pp. cc, 673.) 


Sixteenth census of the United States, 1940: population. Differential fertility 1940 and 


1910, women by number of children under 5 years old, (Washington: Bur. of the Cen- 
sus. 1945. Pp. 263. 65c.) 


Unclassified Items 


Appams, J. Peace and bread in time of war. Introduction by J. Dewey. Anniversary ed 
1915-1945. (New York: King’s Crown Press. 1945. Pp. 289. $2.) 
The need for economic security and democracy as prerequisites to peace is stressed 
in this reissue of the author’s work first published in 1922. 


CwaAse, S., in collaboration with M. T. CHAse. Men at work—some democratic methods 
for the power age. (New York: Harcourt, Brace. 1945. Pp. 146. $2.) 
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icrofilm abstracts. Vol. 6, no. 1. A collection of abstracts of doctoral dissertations which 
are available in complete form on microfilm. (Ann Arbor, Mich.: Univ, Microfilms. 
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earch and postwar planning: survey of agencies. Vol. 17. 49 British agencies. (New 
York; United Nations Information Office. 1945. Pp. $1.) 

search and postwar planning. Pt. 19, Bibliography. (New York: United Nations Infor- 
mation Office. 1945. Pp. 70. $1.) 


curity in the Pacific: a preliminary report of the Ninth Conference of the Institute of 
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Economic History 
Moos 
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Satoutos, T. The rise of the equity codperative exchange. Mississippi Valley Hist. Re tho 
June, 1945. Pp. 32. 
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Pp. 6 
Mining; Manufacturing; Construction 


v, F. W. An outline of Oregon’s mineral industry. Ore. Bus. Rev., May, 1945. Pp. 7. 
Penrson, E. W. Our mineral resources and security. For. Affairs. July, 1945. Pp. 14. 


Probable volume of post-war construction, Pt. 3. Demand for public construction. Mo. 
Lab, Rev., Apr., 1945. Pp. 11. 


Transportation; Communication; Public Utilities 


AcumAR U., M. La compra del ferrocarril mexicano. Rev. de Econ., Apr. 30, 1944. Pp. 3. 


AnpersoN, W. J. The Supreme Court and recent public utility theory. Jour. Land and 
Pub. Util. Econ., Feb., 1945. Pp. 11. 


gE P., L. Politica de transportes dereos. Rev. de Econ., Apr. 30, 1945. Pp. 4. 
BruNENGO, P. Legislacién hidroelectrica, Rev. de Ciencias Econ., Oct., 1944. Pp. 30. 


ewEy, R. L. Interterritorial freight rate differences in relation to the regionalization 
f industry. Jour. Farm Econ., May, 1945. Pp. 20. 


Dour, J. L. Power price fixing. Jour. Accountancy, June, 1945. Pp. 8. 
Hanes, J. W. The American merchant marine. Vital Speeches, June 1, 1945. Pp. 4. 


HarBeson, R. W. The “New Jersey Plan” of rate regulation. Jour. Bus., Univ. of Chicago, 
Oct., 1944. Pp. 11. 


Marx, D., Jr. Strategy and American shipping policy. Yale Rev., June, 1945. Pp. 15. 
ossELL, H .E. Post-war transportation by sea. Vital Speeches, June 1, 1945. Pp. 2. 

Simpson, F. R. The war’s impact on urban transit systems. Harvard Bus. Rev., Summer, 
1945, Pp. 9. 

SULLIVAN, R. The disposition of the United States Merchant Marine. So. Econ. Jour., 
Apr., 1945. Pp. 7. 


Agriculture; Forestry; Fisheries 


ATKINSON, L. J. The marginal feed cost of pork and lard. Jour. Farm Fcon., May, 1945 
Pn 12 


Back, J. D. Notes on “poor land” and “sub-marginal land.” Jour. Farm Econ., May, 
1945. Pp, 30, 

BROMFIELD, L. Our great stake in agriculture—food will determine the future course of 

the world. Vital Speeches, May 15, 1945. Pp. 5. 


owLIn, R. W. Some economic aspects of Oregon lumber manufacture. Ore. Bus. Rev., 
June, 1945 Pp. 4. 


Dusey, P. D. S. The place of agriculture in the proposed plans. Indian Jour. Econ., Apr., 
1945. Pp. 6. 
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Ducorr, L. J. and BAncrort, G. Experiment in the measurement of unpaid family Igbo, 
in agriculture. Jour. Am. Stat. Assoc., June, 1945. Pp. 9. 


GAtteTT1, R. Making sense of land utilization figures. I. Indian Jour. Econ., Apr., 104; 
Pp. 27. 


Horton, D. C. Economic control through agricultural credit aids. Land Pol. Rev., Sym. 
mer, 1945. Pp. 6, 


Hurp, W. B. Postwar agricultural settlement possibilities in Canada. Jour. Farm Ecop 
May, 1945. Pp. 17. 


Jessen, R. J. The master sample of agriculture. Il. Design. Jour. Am. Stat. Assoc., Mar 
1945. Pp. 11. 

Jounson, S. E. Agricultural production after the war. Jour. Farm Econ., May, 194: 
Pp. 20. 

Jounson, V. W. Twenty-five years of progress: division of land economics. Jour. Land 
and Pub. Util. Econ., Feb., 1945. Pp. 11. 


Kinc, A. J. The master sample of agriculture. 1, Development and use. Jour. Am. Sta 
Assoc., Mar., 1945. Pp. 8. 


LinpBerc, J. Food supply under a program of freedom from want. Soc. Research, May 
1945. Pp. 24. 


Lramazares, J. La colonizacién del Consejo Agrario Nacional, Rev. de Ciencias Econ 
Oct., 1944. Pp. 16. 


Maruotra, P. C. Agricultural possibilities in India. Indian Jour. Econ., Apr., 1945. Pp, § 
Mepic1, G. Italy and land reform, Jour. Land and Pub. Util. Econ., Feb., 1945. Pp. 10 


DE LA PENA, M. T. La reforma agraria y la produccién agricola. Rev. de Econ., Apr. : 
1945. Pp. 5. 


Purves, C. M. Major shifts in world agriculture. Jour. Farm Econ., May, 1945. Pp. 1¢ 


Ruiz, L. T. Farm tenancy and cooperatives in the Philippines. Far East. Quart., Feb 
1945. Pp. 7. 


Scuvuttz, T. W. Which way will farmers turn? For. Affairs, July, 1945. Pp. 8. 


SITTERLEY, J. H. Farm abandonment in southeastern Ohio. Jour. Land and Pub. Uti 
Econ., Feb., 1945. Pp. 11. 

SteeLe, H. A. Postwar land settlement opportunities in the northern great plains. Jour 
Farm Econ., May, 1945. Pp. 14. 

Torrey, H. R. and Taevser, C. Wartime developments in agricultural statistics. J 
Am. Stat. Assoc., Dec., 1944. Pp. 17. 


Economic Geography; Regional Planning; 
Urban Land; Housing 


Frorence, P. S. The selection of industries suitable for dispersion into rural areas. With 
discussion. Jour. Roy. Stat. Soc., CVII, Pt. II, 1944. Pp. 24. 


Gisson, W. L., Jr. Industrialization and rural land utilization. So. Econ. Jour., Ap 
1945. Pp. 7. 

Hoven, A. C. The technique of urban redevelopment. Pt. III. Composition of mortgott 
obligations, Jour. Land and Pub. Util. Econ., Feb., 1945. Pp. 9. 

La Gunma I. A. Geografia econdmica espaiola. El Trimestre Econ., Apr.-June, 1945 
Pp. 12. 
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Ooo. H. W. The regional quality and balance of America. Soc. Forces, Mar., 1945. Pp. 17. 
. D. H. A guide to post-war development. Dun’s Rev., Mar., 1945. Pp. 4. 


Labor and Industrial Relations 
a, P. R. Canadian labor looks ahead. Am. Feder., June, 1945. Pp. 2. 
P., Jr. Better wage incentives. Adv. Manag., Apr.-June, 1945. Pp. 4. 


M. M. Coverage of the Fair Labor Standards act. Mich. Law. Rev., Apr., 
Pp. 34. 
H. P., Jr. Expanding local postwar employment data to produce state estimates. 
Am. Stat. Assoc., Jume, 1945. Pp. 8. 


A. R. The revised census series of current employment estimates. Jour. Am. Stat. 
, June, 1945. Pp. 10. 


HAM, B. The hours of work and full employment. Am. Econ, Rev., June, 1945. Pp. 4. 
:, W. Union wages. Am. Feder., June, 1945. Pp. 4. 
Your postwar income. Am. Feder., Apr., 1945. Pp. 3. 


; H. and UNTERBERGER, S. H. Wage control in wartime and transition. Am. Econ. 
June, 1945. Pp. 18. 


Jasny, N. Labor productivity in agriculture in USSR and USA. Jour. Farm Econ., May, 
5. Pp. 14. 


\. Trends in southern wage differentials since 1890. So. Econ. Jour., Apr., 


Livincston, S. M. The measurement of postwar labor supply and its capacity to produce. 
Jour. Am, Stat. Assoc., Mar., 1945. Pp. 9. 


feany, G. The freezing of wages. Am. Feder., Apr., 1945. Pp. 2. 


, R. J. Wartime changes in urban wage relationships. Jour. Am. Stat. Assoc., 
1945. Pp. 12. 


J. Los trabajadores mexicanos en los Estados Unidos. El Trimestre Econ., 
r.-June, 1945. Pp. 45. 


sn, C. Labor’s bridgehead: The I.L.0. Pol. Sci. Quart., June, 1945. Pp. 17. 


D. R. The distribution of private, non-agricultural employees in the United 
y straight-time hourly wage rates. Jour. Am. Stat. Assoc., Dec., 1944. Pp. 10. 


The British Labor Party: prospects and portents. For. Affairs, July, 1945. 


B. M. Handling shop grievances. Harvard Bus. Rev., Summer, 1945. Pp. 15. 


T. M. Industrial classes in the United States in 1940. Jour. Am. Stat. Assoc., Dec., 
44. Pp. 3. 


FT, P. Judicial procedure in labor unions. Quart. Jour. Econ., May, 1945. Pp. 16. 


Mpson, V. Labor organization in southeast Asia. Far East. Survey, Apr. 25, 1945. 


A. J. A catechism of so-called labor relations. Vital Speeches, May 1, 1945. Pp. 4. 


TE, A. C. Are labor-management committees worth while? Dun’s Rev., May, 1945. 


ER, D. Comment on Mr. Graham’s note. Am. Econ. Rev., June, 1945. Pp. 2. 


n in Canada of draft conventions and recommendations of the International 
Labour Conference. Lab. Gazette., June, 1945. Pp. 3. 
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Effects of cut-backs in war contracts on employment and turnover of selected plant; 
Mo. Lab. Rev., June, 1945. Pp. 7. 

Guaranteed-employment and annual-wage provisions in union agreements. Mo. Lab. Rey 
Apr., 1945. Pp. 19. 

Placement of veterans in peacetime employment. Lab. Gazette, June, 1945. Pp. 3. 

Relaxation of certain manpower controls. Lab. Gazette, June, 1945. Pp. 2. 

Strikes and lockouts in 1944, Mo, Lab. Rev., May, 1945. Pp. 17. 


Veterans’ reémployment rights under selective service interpretations. Yale Law Jour 
Mar., 1945. Pp. 28. 


Wage increases in liberated France. Internat. Lab. Rev., May, 1945. Pp. 15. 


Social Insurance; Relief; Pensions; Public Welfare 


ALTMEYER, A. J. The progress of social securities in the Americas in 1944. Internat. La! 
Rev., June, 1945. Pp. 23. 

Batson, D. The distribution of benefits in the social security proposals. So. Afr. Jour 
Econ., Dec., 1944. Pp. 24. 


Cuace, J. E. Unemployment compensation disqualifications. Jour. Bus., Univ. of Chicag 
Apr., 1945. Pt. 2. Pp. 108. 


Covey, D. W. An employee retirement income plan. N.A.C.A. Bull., June 15, 1945, Pp, 3 

DEvuTsCHMAN, Z. Public health and medical services in the Philippines. Far East. Quart 
Feb., 1945. Pp. 10. 

GELLES, M. Financing social security. Pol. Sci. Quart., June, 1945. Pp. 19. 


Hype, R. R. Medical services in industry in Great Britain. Internat. Lab. Rev., Apr 
1945. Pp. 26. 


Keuts, H. A. Accident insurance for Dutch merchant seamen during the war. Internat 
Lab. Rev., May, 1945. Pp. 9. 


MicHatup, E. and Wuirte, R. C. The social insurance movement. Jour. Am. Stat. Assoc 
Dec., 1944. Pp. 3. 

Myers, C. A. Experience rating in unemployment compensation. Am. Econ. Rev., June 
1945. Pp. 18. 

SOLLENBERGER. I. J. Estimated cost of old-age and survivors insurance. Quart. Jour. Econ 
May, 1945. Pp. 24. 

Consumption; Codperation 

Katona, G. and Leavens, D. H. Price increases and uptrading: the change in adveriised 

prices of apparel and house furnishings. Jour. Bus., Univ. of Chicago, Oct., 1944. Pp. 1 


LAUTERBACH, A. From rationing to informed consumption. Jour. Bus., Univ. of Chica 
Cct., 1944. Pp. 11. 

RupERMAN, A. P. Wartime food-consumption patterns and the cost of living. Jour. Bu 
Univ. of Chicago, Oct., 1944. Pp. 6. 

STIGLER, G. J. The cost of subsistence. Jour. Farm Econ., May, 1945. Pp. 12. 

Woopsury, R. M. Economic consumption scales and their uses. Jour. Am. Stat. Ass 
Dec., 1944. Pp. 14. 

Supplies of food in independent retail stores, March, 1945. Mo. Lab. Rev., May, ! 
Pp. 3. 


Wartime food purchases. Mo. Lab. Rev., June, 1945. Pp. 15. 
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1945] 
Population; Migration; Vital Statistics 


aan, W. Colonists for Alaska. Yale Rev., June, 1945. Pp. 17. 

torrmeR, F. Population trends in the Orient. For. Affairs, July, 1945. Pp. 7. 

tra Vecas, R. Métodos de los censos de poblacién de las naciones americanas. Estad., 
Mar., 1945. Pp. 129. 

Moore, W. E. Economic limits of international resettlement. Am. Soc. Rev., Apr., 1945. 

SpenGLER, J. J. Malthus’s total population theory: a restatement and reappraisal. III. 
Canadian Jour. Econ. and Pol. Sci., May, 1945. Pp. 31. 


T. L. A demographic study of the American Negro. Soc. Forces, Mar., 1945. 
‘he recent increase of persons in the social security ages. Am. Soc. Rev., June, 
The demographic statistics of southern and eastern Asia. Jour. Am. Stat. 

, Mar., 1945. Pp. 9. 


W. S. Population studies. Am. Jour. Soc., May, 1945. Pp. 7. 


Unclassified Items 


RK, F. G. Class friction and formal education—the hopelessness of present economic 
language. Vital Speeches, Apr. 1, 1945. Pp. 3. 


A. H. Business manuscripts: a pressing problem. The accumulated development of 
ved problems. Jour. Econ. Hist., May, 1945. Pp. 17. 

Duppy, E. A. The moral implications of business as a profession. Jour. Bus., Univ. of 
Chicago, Apr., 1945. Pt. 1. Pp. 10. 


varD, C. A challenge to economists and moralists. Vital Speeches, May 15, 1945. Pp. 3. 


HAUDER, H. The economist and the engineer: an analysis and a synthesis. So. Afr. Jour. 
Econ., Dec., 1944. Pp. 10. 
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John Rogers Commons 
1862-1945 


John Rogers Commons was born in Hollandsburg, Darke County, Ohio, op 
October 13, 1862, and died at Raleigh, North Carolina, on May 11, 1945, 
at the age of 82. 

He studied at Oberlin College and The Johns Hopkins University, and 
taught at Wesleyan University, Oberlin College, the University of Indiana 
Syracuse University, and the University of Wisconsin. 

An enumeration of the fields in economics in which he did original work 
reads like the table of contents of a comprehensive textbook: Value and 
Distribution, History of Economic Thought, Public Utilities, Immigration, 
Housing, Labor Legislation, Social Insurance, Trade Unionism and Indus 
trial Government, Labor History, Monopoly Price, Index Numbers, Business 
Cycles and Stabilization, and Tariff. To these one will have to add the follow. 
ing from Political Science: Civil Service and Administration, Municipal Gov- 
ernment, and Proportional Representation. 

Commons was the creator of American labor history, although in this he 
had been preceded by his teacher and original inspirer, Richard T. Ely. Ely 
brought him to the University of Wisconsin in 1904 to prepare the Docu 
mentary History of American Industrial Society as well as to teach. The 
history was published during 1909-1911 in eleven volumes.* Commons tre- 
tired after thirty years of teaching at Wisconsin. However, during the decade 
between his retirement and death he steadily continued his researches and 
publication as well as his close connection with his students in administrative 
posts and in academic life. 

He was officially connected with the following public bodies: President 
McKinley’s Industrial Commission, the Wisconsin Industrial Commission 
(1911-1913), and the United States Commission on Industrial Relations 
(1913-1916). In 1923 with Professors Ripley and Fetter he represented four 
western states before the Federal Trade Commission on the Pittsburgh Plus 
case, involving price discrimination as practiced by the United States Steel 
Corporation. He organized and directed the Bureau of Economy and Efi- 
ciency of the City of Milwaukee during the first Socialist administration, 
1910-1912. 

His connections with unofficial bodies were equally varied. Early in the 
century he promoted agreements between employers and unions for the N2- 
tional Civic Federation. In 1906 and 1907 he also investigated for the same 


1A list of Commons’s books and more important articles may be found on pp. 9%! 
of his Institutional Economics (Macmillan, 1934). The John R. Commons Labor Re 
search Library at Madison has nine large volumes containing a complete collection of 
his shorter works. 
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organization municipal and private operation of public utilities. In the same 
vears he investigated with others labor conditions in the steel industry in 
Pittsburgh for the Russell Sage Foundation. The American Association for 
Labor Legislation began operations in 1909 in a corner of his University office 
at Madison. Between 1924 and 1926 he was chairman of the voluntary plan 
of unemployment insurance in the clothing industry of Chicago. He was 
president of the American Economic Association (1917), associate director 
of the National Bureau of Economic Research (1920-28), president of the 
National Monetary Association (1922-23), and president of the National 
Consumers’ League (1923-35). 

Among his appearances before Congressional committees doubtless the 
one in 1913 in support of the elder LaFollette’s bill for the physical valuation 
of the railways by the Interstate Commerce Commission was the most com- 
prehensive in scope. His intimate codperation with LaFollette had begun in 
1905 when the latter, as Governor of Wisconsin, requested him to draft a civil 
service law. In 1907 he drafted a public utility law for the state of Wis- 
consin. 

Perhaps Commons’s greatest contribution as a scholar dealt with the life 
cycle of economic institutions. He defined an economic institution as “collec- 
tive action in control of individual action.” Commons had no liking for 
either the winged phrase or for what one might call the wingeca theory: he 
} knew from experience that human motives have a way of appearing in in- 
numerable combinations. He therefore doubted such master juxtapositions 
as bourgeoisie and proletariat, technician and business man, and felt that 


they appeared convincing only from a seat in the British Museum or from 
an academic armchair. To him the social terrain was far too broken to con- 
form to any sweeping description, but demanded the labor of tireless and 
meticulous topographers who had the experimenter’s imagination and were 
unafraid to “‘wade in.” He began with the institutions of labor, to which he had 
received an early introduction as a member of the Typographical Union. 


by workingmen without the aid of mentors from those of higher social sta- 
tion and education—institutions such as trade unions, codperative buying 
clubs, codperative workshops, and the like. He rejoiced in tracing the steps 

f the unlettered statesmen—the phrase is the Webbs’s—whereby these 
movements laid stable foundations underneath these organizations by the 
nethod of trial and error. And as a student of such movements he knew how 

ompatible such creativeness from below was with external domination by 
employers, messianic intellectuals, or government. 

To Commons the workingmen were not abstract building blocks out of 
which a favored deity called “History” was to shape the architecture of the 
hew society, but concrete beings with legitimate ambitions for a higher 
standard of living and for more dignity in their lives. Both objectives, he 
agr ed with labor, were primarily realizable through the attainment of citizen- 
ship status on the job and in the place of employment, paralleling the worker’s 
status in the democratic state. As self-determining beings, the workers and 
heir movements were to set their own objectives, their own values, and were 
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entitled to claim from the intellectuals expert aid in the road they should 
take to attain the goals set by leaders risen in their midst. If labor’s goaj; 
were mutually contradictory, the intellectual should so inform them, If |g. 
bor’s objectives were not for the benefit of society and ultimately not for jt; 
own, he should tell that too. And above all, the intellectual should be ap 
expert social topographer and trained forecaster of group behavior. 
Commons applied this same pattern of fruitful interplay between the yp. 
dogmatic intellectual and struggling movements to past history. He thus came 
to formulate a gripping theory of the interrelation between group customs 
and the common law, of the rise of new social classes, and of their struggle 
for recognition. In his Legal Foundations of Capitalism he showed how in 
the struggle around the “rent bargain” the barons had reduced the King oj 
England from an over-all owner to a recipient of a land tax fixed by collective 
bargaining between their representatives and his. In a similar way, the 
merchants of England began through their participation in the piepowder 
courts at the fairs to impose the customs of their group upon the presiding 
judge, who was only too glad thus to fill the void of his ignorance. Out of this 
unimpressive beginning, through a process of osmosis over several centuries 
between judges increasingly appreciative of the growing importance of the 
merchants to the Commonwealth of England and a continuous custom. 
making by that merchant class to suit changing conditions, came the law 
merchant, and finally the latter’s incorporation in the common law. What 
produced this significant result was the unremitting pushing by the mer. 
chant class; the willingness of undogmatic intellectuals, the judges, to absor) 


pressures from below and thus prevent frustration; and ultimately a judicial 
sifting of these merchant customs, the rejection of some and the acceptance oi 
those that looked acceptable from the standpoint of the moving pattern o/ 
the law. The intellectual mechanism employed was the expansion of the 


meaning of property from the mere “physical’’ to embrace the “incorporeal 
and the “intangible.” 

Commons delighted in seeing the judges of America during the last years 
of his life do with the customs of the labor movement—the fair wage, the 
normal working day, the union shop, and seniority—what their English 
predecessors had done with the customs of the merchants. Earlier he had 
been greatly impressed by the statesmanship of Australia’s Court of Concilia- 
tion and Arbitration, although not by her system of compulsory arbitration 
of labor disputes. But the shift away from dogmatism by our official “in- 
tellectuals” came only after the labor movement had gathered momentum both 
in industry and government under the salutory climate of the New Deal— 
altogether in conformity with Commons’s conception of how social change 
takes place. 

Thus ran the Commons theory of the class struggle: it is not a struggle 
by the rising group to liquidate the old class or to raze the social structure 
which the latter controlled, but laboring instead to add to the old edifice 
new and spacious wings to serve as the dwelling places of the customs of the 
rising class. Such a “class struggle” might appear to some as pathetically 
limited in its objective, but there was nothing pathetic about its driving 
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qualities. And those who pioneered in the struggle for recognition were in 
the front ranks of the history makers. As an intellectual democrat Commons 
held in the highest esteem Samuel Gompers, who had to develop his theory 
of the American labor movement as he went about keeping the American 
Federation of Labor from disintegrating on his hands, 

Commons’s intellectual democracy perhaps showed clearest when he was 
interviewing. His was no “technique of modesty” or a simulated ignorance 
to appeal to the other’s ego and thus evoke information. It was a genuine 
sroping, questions without any definite goal—a mere stabbing in this direction 
and in that. What kept the conversation from degenerating into a boring 
experience to the person interviewed was Commons’s deep earnestness and 
his unmistakable assumption that the latter’s problems were not just his own 
private worries but of general concern and deeply instructive to any serious- 
minded interrogator. And then, sometimes after hours had elapsed, a question 
or a series of questions would come forth which not only touched the nerve of 
the whole situation but as if by sleight-of-hand made the earlier groping 
appear as an orderly quest with little waste motion. The result was a fuller 
grasp of the problem and a suggested solution possessing both freshness and 
promise. To the bystander it was an absorbing spectacle of intuition and 
reason pulling in common harness. 

In Commons genuine personal modesty went hand-in-hand with unusual 
intellectual courage. He never shrank from taking risks with his reputation 
when among the tentative interpretations of a body of factual material one 
finally loomed as the interpretation. There was neither laziness nor lack of 
regard for accuracy in this flouting of the much over-praised academic cau- 
tion. Commons was an indefatigable worker whose working day began at four 
in the morning, and his co-workers knew he would have the manuscript of a 
whole volume re-checked from the original sources, himself participating, 
on account of an error in a single quotation. 

Probably Commons’s boldest theoretical coup was his “American Shoe- 
makers, 1648 to 1895,” the Preface to Volumes VII and VIII of the Docu- 
mentary History of American Industrial Society. In this study he has given 
us a breath-taking picture of changes in economic structure, of the formation 
of “bargaining classes” and the vicissitudes of their respective “bargaining 
power.” He based it on testimony given in the early labor conspiracy trials 
by strikers, “scabs,” master workmen, and “gentlemen of the trade.” Little 
did these witnesses realize that they were providing material for a future 
economist who would emulate the reconstruction work of the paleontologist. 

But great as Commons was as a social investigator inspired by the ideal of 
the equivalence of all men, he was no less great as a statesman. In fact, 
with him scholarship and practical statesmanship were forever inseparable. 
As a statesman he knew that the democratic objective in industrial relations 
could not be attained through a bureaucracy, however well intentioned or 
trained, but depended on self-action by all the groups concerned, the govern- 
ment aiding but not dominating. Nor would he enthrone the underdog group. 
For much as he identified himself with the so-called “common man,” he was 
‘ar from disdainful of employers’ and manufacturers’ associations and other 
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organizations among the better-situated groups. Though he fought then 
before legislative committees when they impeded industrial safety, workmen’; 
compensation, shorter hours for women and the like, he strove to harnes 
the power of these same organizations alongside the trade unions on behal; 
of an efficient administration of the laws enacted. 

And within the groups on the conservative side of the alignment, he sough; 
to enlist and to energize on behalf of those measures the individuals of high 
purpose and high standards. He thus came to grapple as early as thirty-fiye 
years ago with the so-called “road to serfdom,” the alleged discovery 9; 
our own day, and in the device of the “advisory committee” of the leaders of 
the groups affected, he provided for an effective preventive of the bureayc. 
ritization of the governmental process. 

What he meant to his students as man and scholar could not be adequate!) 
expressed within the space limits of this review of his life. 
SELIG PERLMAN 


University of Wisconsin 


William A. Scott 
1862-1944 


William Amasa Scott died on November 6, 1944, at the age of 82. From 
1892 to 1932 he taught economics at the University of Wisconsin, where in 
1900 he founded the School of Commerce, of which he remained director 
until 1929. A graduate of the University of Rochester in 1886, he taught 
three years at the newly founded University of South Dakota, and studied 
with Richard T. Ely at Johns Hopkins before coming to Wisconsin. 

Professor Scott’s chief interests were money and banking and the history 
of economic thought, in both of which he stayed very much within the con- 
fines of classical and neoclassical theory. Early in his studies he was strongly 
influenced by the logic of Marx’s value theory, which entranced him until 
he was rescued from it by Béhm-Bawerk and the other Austrians, to whose 
doctrines he continued to show great partiality throughout his life. tn 1903 he 
translated Bohm-Bawerk’s Recent Literature on Interest, and in 1915 pub 
lished a chapter on the Austrians in Ingram’s History of Political Econom 
His work in this field culminated with the publication in 1933 of The Develop- 
ment of Economics. Although conversant with historical backgrounds and the 
institutional basis of thought, Professor Scott deliberately chose to present 
the history of economic ideas as a systematic chronological exposition 0! 
doctrines as they appeared in the minds of their creators rather than to fit 
them into a scheme of reference of his own or to compare their adequacy 
with currently accepted theories. He preferred to let the successive writers 
of theory criticize one another; in his eyes the history of theory was its ow 
judgment. 

His monetary theory was akin to Menger’s and closely resembled the views 
which were given wide currency in this country by Professor James Lawrenct 
Laughlin. An opponent of the simple quantity theory, Scott could be classed 
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mmodity theorist. Stressing the influence of forces outside the monetary 

in the price-making process, he treated bank credit as a force which 

| the value of gold and thus affected prices indirectly, A strong be- 
ever in the gold standard, he opposed bi-metallism in the days of Bryan 
and McKinley. Later he was active as a speaker and writer in the National 
Citizens’ League’s agitation for banking reform, which eventually led to 
the Federal Reserve System. He followed the classical belief in commercial 
banking, looking askance at the tendency of banks to acquire investment 
securities, a view which he adhered to throughout his career. 

\ somewhat diffident man, Professor Scott nevertheless loved contact with 
his students and colleagues. He was a thorough, energetic, and vigorous lec- 
turer and expected a high level of attainment from his students. As an edu- 
cator he followed the classical rather than the modern trend, and during his 
tenure of office he kept economics as the central part of the curriculum of 
the School of Commerce. Himself a student of history and theory, he was 
lisinclined to develop the periphery of economics or to confuse education 
with mere vocationalism, Professor Scott’s influence, which during his life was 
n the side of high educational standards and intellectual integrity, con- 
tinues among his colleagues and former students. 
WALTER A. MorTON 
ersity of Wisconsin 
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Editorial Note 


After the year’s leave of absence which was announced in the September 1944 number 
of the Review I have again assumed the duties of Managing Editor. It has been 2 
pleasure, upon returning and being able to read the contents of the Review for the past 
year, to see with what entire competency Professor Machlup has conducted its affairs, The 
present number of the Review has been entirely Professor Machlup’s responsibility ang 
some of his commitments carry over into the December number. Thereafter my r. 
sponsibility will be complete. 

At the time of my departure I wrote that the way in which members of the Association 
could lighten the burden of the Acting Managing Editor was to provide him with a flow 
of good manuscripts. I now invoke the same thought in my own behalf. At this time | 
should like again to emphasize the need, so rarely satisfied, which the Review has for 
well-informed and well-developed articles on timely matters of public economic policy 
The run of current articles is strongly in the theoretical vein and, while the Review wil 
always by its nature commit a substantial amount of its space to articles of this sort, they 
need during the present time of critical importance of economic policy to be balanced by 
others in that vein —P. T. Homan 


It is now reasonably certain that the traditional annual meeting of the American 
Economic Association will be held toward the end of 1945, or early in 1946. The announce. 
ment of time and place, as well as the preliminary issue of the program, will appear in the 
December number of the Review. 


The following persons have recently become members of the AMERICAN Economic 
ASSOCIATION : 
Albrecht, V. N., Bureau of the Budget, Room 435, State Dept. Bldg., Washington 25, D.C 
Andersson, H. F., 504 S. Warren Ave., Big Rapids, Mich. 


Beckenstein, Miss E. C., 1878 Harrison Ave., New York 53, N.Y. 

Bell, H. P., Dartmouth College, Dept. of Economics, Hanover, N.H. 

Beveridge, Sir W. H., K.C.B., C.B., Tuggal Hall, Chathill, Northumberland, England. 
Blais, M., International House, 500 Riverside Dr., New York, N.Y. 

Brown, W. F., University of California, Los Angeles, Calif. 


Callis, H. G., University of Michigan, Dept. of Econ., Ann Arbor, Mich. 

Cella, Capt. F. R., 3251 S. Stafford St., A-1, Arlington, Va. 

Cevallos, B., Consulado General de El Salvador, 270 Broadway, New York, N.Y. 
Chavrid, V. D., 14-H Hillside Rd., Greenbelt, Md. 

Chenkin, A., 2813 Naylor Rd. S.E., Washington 20, D.C. 

Clapham, Sir J., C.B.E., Storey’s End, Cambridge, England. 

Coutinho, F. R., 425 E. 51st St., New York, N.Y. 

Crouch, C. E., Vanderbilt University, Nashville 4, Tenn. 


Davis, H. S., University of Pennsylvania, Industrial Research Dept., 3445 Walnut, Phil- 
delphia, Pa. 

Diaz, M. O., College of Agric. and Mech. Arts, Mayaguez, P.R. 

Duning, R. W., 1503 Philadelphia Nat. Bank Bldg., Philadelphia, Pa. 


Feinn, Miss B. A., Laura Scales House, Smith College, Northampton, Mass. 
Feit, H., 41-42 47th St., Sunnyside, L.I., N.Y. 
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The Book Review Subcommittee of the Executive Committee, American Econom 
Association, composed of Eveline M. Burns, Frank W. Fetter, and Howard S, Elli: a 
chairman, met March 21, 1945. By the invitation of the committee there were als ' 
present Fritz Machlup and Edwin G. Nourse. 

The committee considered a suggestion that every review be submitted to the author 
for criticism before publication. The sentiment of the committee and its visitors was 
unanimously opposed to such a requirement, The chief difficulty would be the very great 
delay in carrying out such a process. Some authors are abroad, some books have numerous 
authors, some authors are completely preoccupied with other things, and, occasionally even, 
authors are deceased. The process of exchange of views between the reviewer and author 
might drag out almost indefinitely, and even then very often terminate with categoric 
objection on the part of authors to the appraisals made in the review. It was felt that 


reviewers would be less critical and candid, and in general capable economists would be . 
reluctant to undertake reviews if this requirement were imposed. However, in considering fs 
this proposal the committee recognized that in some cases reviewers might actually want to - 
allow the author to examine the review in advance of publication; and in these cases the 
editor might facilitate the process, if that were requested by the reviewer. N 


The committee considered also the suggestion that the Managing Editor submit each 
review, after reading it himself, to some other member of the Board of Editors. Dr 
Machlup pointed out, however, that this again would make for long delays in the 
appearance of reviews and that it would almost double the work of the Managing 
Editor’s office. The committee, however, desires to retain something of this suggestion in N 
the form of the following recommendation to be transmitted by the Executive Committee 
to the Managing Editor: that, in cases of reviews which for one reason or another 
appeared to be “doubtful” (suspiciously laudatory, immoderately critical, of uncertain 
accuracy, etc.), the Managing Editor submit the review in question to another member 
or other members of the Board or to a qualified outsider. 

The committee also believed that a printed “Suggestions to Reviewers” should be drawn 
up in such a fashion as to guide reviewers in general and warn them of the worst mis N 
takes. The committee delegated the task of drafting these suggestions to Dr. Burns and 
supplied her with a number of comments and guiding principles. This draft has been 
checked over and modified somewhat by the other members of the committee and by the 
Acting Managing Editor, and is attached to the present Report. 

The two suggestions made thus far are precautionary in their general character. In cast 
grievances nevertheless arise, the committee believes it is desirable that the Executive 
Committee request the Managing Editor to transmit to the President of the Americas 
Economic Associaion all written complaints with reasonable promptness after their receipt 

Respectfully submitted, 
EvetInE M. Burns 
FRANK W. FETTER an 
Howarp S. Exuis, Chairmen 
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he Board of Governors of the Federal Reserve System has authorized publication of 
of studies dealing with major economic problems of the United States in the 
period. These studies have been wrixen by specialists on the staff of the Board 

and Federal Reserve Banks. 
“As the preface to the series explains: “These studies are in substance by-products of 


the work done by these economists in the performance of their current duties. The 
xpressed in these papers are entirely those of the authors. In some cases dissenting 
in r comments by other members of the staff are printed at the end of a paper. 
The Board’s authorization of the publication of these studies is motivated solely by the 
elief that the material presented may be of value in furthering the discussion of the 
difficult questions with which the country will be faced, There is no official 
rsement of any of the opinions or proposals of the authors.” 
e studies will be published in a series of pamphlets, each containing several essays 
, related subjects by individual authors. The first pamphlet, Jobs, Production, and 
Standards will be ready for distribution in September. It will contain papers 
\. Goldenweiser, Everett E. Hagen, and Frank R. Garfield. As the other pamphlets 
iilable they will be announced in the Bulletin. 
vidual pamphlets may be purchased for 25 cents each, or for 15 cents each for 
purchases of ten or more in single shipment. Orders should be sent to the Division 
ministrative Services of the Board of Governors, Washington 25, D.C. 


views € 


1 the request of Congressman Spence of the House Banking and Currency Com- 
mittee, the Economists’ Committee on the Bretton Woods Program (Professor Seymour 
i ae irris, chairman) undertook a poll of all members of the American Economic Associa- 

gularly resident in the United States. They were asked about their response to the 

mittee’s statement urging Congress to approve the articles of agreement at Bretton 

A previous poll had been directed to 450 Association members—“all members 

e American Economic Association Directory [for 1942] as primarily interested 

in the fields of (1) Economic Systems, National Economics; (2) Business Cycles and 
Fluctuations; (3) Money and Banking, Short-Term Credit; and (4) International Trade, 
Finance, and Economic Policy.” The second poll, according to Professor Harris, showed 
results almost identical to those of the previous sample. The numerical results were as 


Num ber of ballots sent back to this Committee, to April 11 
lots signed but not checked for approval or disapproval 
imber approving,: but not included in poll because of signer’s 
i onnection with the Bretton Woods Conference 


Number of ballots counted is remainder 
Of which approve without reservation 
Ot which approve with reservations ..................0.00.00: 


Total number approving 1537 or 89.83% 
f which disapprove 
vhich approve of Bank but disapprove of Fund 


Total number disap proving 174 or 10.17% 


In a letter written May 7, Senator Robert F. Wagner, chairman of the Senate Banking 
and Currency Committee, said to Professor Harris: “The results of Poll II furnish a 
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complete answer to those who claim that the first poll did not really represent the viey 
of the economists of this country. The overwhelming vote in favor of the Bretton Wood 
proposals is, of course, very gratifying to me and I deeply appreciate the splendid seryic, 
you have rendered by furnishing the American people with the true facts regarding the 
views of economists on the Bretton Woods program.” 


Colonial Williamsburg has in preparation an index to the Virginia Gazette, published jy 
Williamsburg from 1736 to 1780. For several years two papers were printed with the sam 
name and in 1776, there were three. Because of the details in the advertisements and thy 
news from abroad and from other colonies as well as Virginia, it is hoped that th. 
index will be of value to students of colonial history. This compilation, begun by th 
late Hunter D. Farish, is now under the direction of Lester J. Cappon, research editor oj 
the Institute of Early American History and Culture, Williamsburg, Virginia. Dr. Cappon 
would appreciate receiving information about any copies of the Virginia Gazette in instity. 
tions or private hands with whom the project has not had correspondence, as he desires tp 
obtain photostats or photoprints of such copies. 


J. E. Kirshman, chairman of the department of economics of the College of Busine« 
Administration of the University of Nebraska, died on May 6, 1945, following an illnex 
of several months. 

Carl C. Plehn, a member of the faculty of the University of California from 1893 | 
his retirement in 1937, passed away at his home in Berkeley on July 21, after a shor 
illness. 

Harry J. Winslow died July 27, 1944. 

Edith Elmer Wood died April 29, in Morristown, New Jersey. 


Appointments and Resignations 


Curtis Aller, lecturer in economics and business at the University of Washington, has 
resigned to accept the position of assistant wage stabilization director for the War Labor 
Board in Honolulu. 

Martin Atlas, formerly economist in the Division of Tax Research of the Treasury 
Department, is now senior economist in the Office of Surplus Property, Department of 
Commerce. 

James P. Adams, until recently vice president of Brown University, has assumed his 
duties as provost of the University of Michigan, where he also holds an appointment a 
professor of economics. 

E. Wight Bakke has been appointed Sterling professor of economics at Yale University 

Lawrence W. Bass is now serving in the capacity of director of chemical research, Air 
Reduction Company, and director of research and development, U. S. Industrial Chemi 
cal, Inc. 

William W. Bennett, professor of economics at Union College, taught during the summer 
session at the Johns Hopkins University. 

Howard Berolzheimer recently resigned his assistant professorship of finance in the 
School of Commerce, Northwestern University, to accept a position as economist for the 
National Tax Equality Association, Chicago. 

Karl F. Bode is on leave of absence from Stanford University while serving with the 
American Airforce Evaluation, E.T.O. 

Arthur M. Borak, associate professor of economics at the University of Minnesota, wil 
be on leave for the fall and winter quarters while serving as a member of the faculty 
of the Army University Center in Fontainebleau, France. 

Kenneth E. Boulding of Iowa State College was granted a leave of absence during the 
summer to accept a temporary research position with the Committee for Economic 
Development. 
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, the Office of Price Administration during the past three years while on leave from the 
University of Wyoming. 
Robert P. Briggs, who has been on leave for the past three years as chief of the fiscal 
of the Detroit ordnance office and later as assistant to the president of the 
ndard Steel Spring Company, has returned to the University of Michigan as vice 
president in charge of business and finance and professor of accounting in the School 
* Business Administration. 


George H. Brown, professor of marketing in the School of Business, University of 
Chicago, has been elected president of the Chicago chapter of the American Marketing 
Association. 

J. Douglas Brown, director of the Industrial Relations Section of Princeton University, 
has been designated Dean of the Faculty. 

William Adams Brown, Jr., has resigned his position as Eastman professor of political 

nomy at Brown University and will continue his work with the Division of Economic 
Studies, Department of State, Washington. 

Norman S. Buchanan, professor of economics at the University of California and acting 
rofessor of economics at Stanford University during the spring quarter 1944-45, will 

tinue on leave until July 1, 1946, serving as director of a study sponsored by the 

sntieth Century Fund, dealing with currency stabilization, international investment 
nd commercial policy. 

Helen G. Canoyer, associate professor of economics and marketing at the University 
f Minnesota, has extended her leave until April, 1946, and is transferring from the 
Department of Commerce to the Office of the Alien Property Custodian in Washington. 
C. Gan 


enter, price executive of the Eastern Kentucky office of the Office of Price 


Kentucky in September. 

C. Lawrence Christenson has been appointed chairman of the department of economics 
at Indiana University. 

A. Hamilton Chute, associate professor of marketing at the University of Minnesota, 

| be on leave for the fall and winter quarters while serving as a member of the faculty 
in the Army University Center in Fontainebleau, France. 

Morris A. Copeland has joined the staff of the National Bureau of Economic Research 

conduct a two-year project to develop measurements of the flow of money payments, 

has severed his connections with the War Production Board, where for several years 

e was in charge of statistics of munitions production. 

Mervyn Crobaugh, associate professor of economics at Washington and Lee University, 

mn leave of absence while serving with the Office of Price Administration. 


Malcolm M. Davisson, chairman of the department of economics, University of Cali- 
nia, has been promoted from associate professor to professor of economics. 


Joel P. Dean has resigned his position at the University of Chicago to become professor 
f business economics in the School of Business at Columbia University. 
Oscar K. Dizmang is on leave of absence from Whitworth College while acting as price 
omist for the Spokane district office of the Office of Price Administration. 
eson J. Duncan has resumed his duties in the department of economics at Princeton 
rsity upon the completion of about two and a half years of military service. 
J. Eiteman, a member of the economics department at Duke University, has been 
1a leave of absence to accept a position with the Army, teaching in Paris. 
A. Ellis has resigned as head of the secretarial science department of the College of 
iness Administration, University of Georgia. 
len J. Facer, instructor in business at the University of Utah, is on a two-year leave 
the Army of Occupation in Europe. 
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Herbert J. Feis, former advisor to the Department of State, has been appointed Pate, 
lecturer at Indiana University during the first semester of 1945-46. assis 
George Filipetti, professor of business administration at the University of Minnesot, road 
will be on leave for the fall and winter quarters while serving as a member of the facy}ty 
of the Army University Center in Fontainebleau, France. f D 
William E. Folz is returning to the University of Idaho with the rank of profess, om 
after three years’ absence during which he was in federal service in Washington. C 
Robert S. Ford, who has been serving as director of the State Department of Busines teac: 
Administration at Lansing since early in 1942, is returning to the University of Michigay wilt 
to resume his work as associate professor of economics and director of the Bureay oj B 
Government. Coll 
John Dean Gaffey has transferred to the Los Angeles District office of the Office of Cc 
Price Administration from Washington. ne 
Paul M. Gregory, associate professor of economics at the College of William and Mary July 
has accepted an appointmeni as associate professor of economics at the Woman’s Collex R 
of the University of North Carolina. Fe 
William Haber, who has been serving with the War Manpower Commission and late I 
with the Office of War Mobilization and Reconversion during the past three years, js Uni 
returning to the University of Michigan, where he is professor of economics, 


Bernard F. Haley, who has been serving as director of the Office of Economic Affair; 
in the Department of State, is resuming his teaching duties at Stanford University at the 
beginning of the autumn quarter, 1945-46. : 


Robert W. Harbeson, on leave of absence from Rutgers University, has transferred 
from the Office of Price Administration to the Bureau of Transport Economics and 
Statistics, Interstate Commerce Commission, where he is in charge of special work in the 
field of transport cost analysis. Adn 


Albert G. Hart has resigned as professor of economics at Iowa State College, effective Con 
September, 1945. 


Kent T. Healy has been promoted to the Thomas DeWitt Cuyler professorship of trans- inct 
portation and has been named chairman of the department of economics, Yale University - 


Victor C. Hiett has been granted a leave of absence from his position as assistant 4s 
professor of commerce in the Kansas State Teachers College of Emporia, to teach in the I: 
Army University Center, Fontainebleau, France. : 


Calvin B. Hoover, professor of economics at Duke University, is on leave of absence, econ 
serving on a special assignment by the War Department to set up an Economic Inteli- A 
gence Branch of the Economic Division in the United States Group of the Control assis 
Council for Occupied Germany. V 


Joseph Keiper, formerly senior assistant, has been appointed instructor of economic, 
School of Commerce, Accounts, and Finance, New York University. 


Donald D. Kennedy, on leave of absence from the University of Newark, has resigned M 
as assistant general manager at Farrell-Cheek Steel Co., to accept appointment as chief of e 
the commodities division, Department of State, under Assistant Secretary W. L. Clayton Ei 


Clark Kerr of the University of Washington has accepted the position as chairman ot Ken 
a commission dealing with wages and labor conditions in the meat-packing industry. r 


M. D. Ketchum, professor of economics in the College of Commerce, University of 
Kentucky, has been granted a leave of absence and will be a member of the staff of the | 
School of Business, University of Chicago, for the year 1945-46. a 

Frank L. Kidner, assistant professor of economics, University of California, while o 
leave served as assistant executive officer of the International Secretariat at the United 
Nations Conference in San Francisco for the duration of the conference. 


Willford I. King, professor of economics, New York University, School of Commerc 
1927 to 1945, has become professor emeritus. 


| 
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D. Koontz, on leave of absence from Colgate University, has resigned as 


= to the vice president in charge of research of the Association of American Rail- 
ads to accept the position of codrdinator of planning for Transcontinental & Western 
eSota Air Kansas City, Missouri. 
acu! 
I y Lampen, assistant professor of economics at Hunter College, taught in the 
f Symmer School at the Johns Hopkins University. 
Lessor 
E. Landon, assistant professor of economics at Duke University, has returned to his 
—_ ing duties after a leave of absence in Washington, where he was business economist 
hic = with the iron and steel casting section of the Office of Price Administration. 
au of B. C. Lemke has been appointed assistant professor in accounting at the Iowa State 
College 
ice of C. Edward Lindblom, instructor in economics at the University of Minnesota, was a 
member of the faculty of the School for Workers at the University of Wisconsin during 
Mary July and August. 
‘ollege Richard A. Lester, formerly of Duke University, has been appointed associate professor 
f economics and research associate in industrial relations in Princeton University. 
| later J. R. Mahoney, director of the Bureau of Economic and Business Research at the 
AIS, is University of Utah, accepted a summer assignment as consultant for the Surplus Property 
Washington. 
A fairs Leonard Mathy of the University of Illinois was acting instructor in economics and 
at the business at the University of Washington during the spring semester of 1945. 
James M. McConahey, formerly lecturer in accounting at the University of Washington, 
ferred has been made professor of accounting. 
; - Wilbur Meek, instructor in economics at Keystone College and formerly with the 
he settlement Administration and the Rural Rehabilitation Federal Emergency Relief 
Administration, Washington, has been appointed instructor in economics, School of 
recive Commerce, Accounts, and Finance, New York University. 
Charles J. Miller, formerly associate professor of marketing at the University of Wash- 
trans- ington, has been promoted to professor of marketing. 
ae) E. Miller, assistant professor of accounting at the University of Minnesota, 
sistant is returned after spending a six-months’ leave of absence at the State University of Iowa. 
= Ue James E. Moftat, head of the department of economics at Indiana University since 


has resigned as administrative head and will continue to serve as professor of 
economics 
Aurelius Morgner, instructor in economics at the University of Minnesota, was visiting 
ontroi assistant professor of economics at the University of Missouri for the summer session. 


Vernon A. Mund of the University of Washington recently spent a month in service 
omics, for the War Labor Board in Alaska, dealing with labor problems associated with the 
n canning industry. 


signed Mary E. Murphy has recently been promoted to the rank of assistant professor of 
lief of economics at Hunter College. 

ayion Edgar Z Palmer, professor of economics in the College of Commerce, University of 
an of Kentucky, has been granted a leave of absence for the year 1945-46 and will serve as 
y research associate in the School of Commerce, University of Wisconsin. 


ay of Ralph C. Pickett, recently placed on inactive duty with the Army after three years’ 

of the rvice as statistical officer at the Army Air Forces Bombardier School, Midland, Texas, 

returned to his position as head of the department of commerce in the Kansas State 
rs College of Emporia. 

Inited J. C. Poindexter, visiting associate professor of economics, Louisiana State University, 


has resigned as instructor of economics, Louisiana State University, and 
a position as instructor of economics at Simpson College. 


merce 
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Charles F. Remer, who has been serving in the Office of Strategic Services and 1, 
Department of State during the past three years, is returning to the University of Mic. 
gan, where he is professor of economics. 

Charles N. Reynolds is serving as acting chairman of the department of economics y 
Stanford University. 

C, T. Schwenning has been granted an extension of leave from the University y 
North Carolina to direct the courses in business administration at the Army University 
Study Center at Shrivenham, England. 

Matt J. Sessler is now associated with the American Type Founders Sales Corporatio, 
in the field of marketing and sales control. 

Floyd R. Simpson, formerly acting assistant professor at the University of Washington, 
has been made assistant professor in the College of Economics and Business. 

Hans Staehle, formerly of Harvard University, taught in the department of economic; 
at Williams College during the summer semester. 

Eugene Staley, formerly of the faculty of the Graduate School of International Studi«. 
Washington, is now director of the Bay Region office of the Institute of Pacific Relations 
and will also give a course in the Graduate School of Business at Stanford University 
during the winter and spring quarters, 

Thomas H. Smith has been promoted from instructor to assistant professor of economic 
at Purdue University. 

C. P. Spruill, Jr., has resumed his duties as professor of economics and dean of the 
College at the University of North Carolina after two years’ service as a Major in the 
Army. 

Harry W. Sundwall, lecturer in business at the University of Utah, is taking a years 
leave of absence. 

Virginia G. Taucher has been appointed instructor in economics at Vassar College. 

Paul S. Taylor, professor of economics at the University of California, served as chair. 
man of a national conference on migratory labor held June 26, at Princeton University 

Ralph Thayer, formerly acting instructor in economics at Stanford University, was 
appointed acting assistant professor of economics at the University of Washington during 
April to June. 

Mabel Timlin of the University of Saskatchewan has been made Guggenheim fellow 
for 1945-46 to study problems of welfare economics. 

Nancy Torres has been appointed instructor in economics at Vassar College. 

Arthur R. Upgren recently resigned his post at the Minneapolis Federal Reserve 
Bank and will resume active teaching duties as professor of economics at the University 
of Minnesota on a part-time basis, devoting the balance of his time to his duties a 
associate editor of The Minneapolis Star Journal, 

R. H. Van Voorhis, instructor of economics at Duke University, has accepted a position 
as accountant for the West Virginia Paper and Pulp Company. 

Dilworth Walker, dean of the School of Business, University of Utah, accepted a 
summer assignment as consultant to the State Tax Study Committee at Ogden. 

John P. Wernette has resigned from the faculty of the Harvard Graduate School 0 
Business Administration and has become president of the University of New Mexico. 

William O. Weyforth, on leave from the Johns Hopkins University, is serving % 
Assistant State Manpower Director for Maryland. 

H. D. Wolf of the University of North Carolina has been reappointed as a member a 
the North Carolina Unemployment Commission and is also serving as a member of tit 
Regional War Labor Board at Atlanta. 

Dean A. Worcester, formerly assistant professor of economics at Louisiana State Uni 
versity, has been appointed head of the marketing department of the College of Businss 
Administration, University of Georgia. 
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FORTY-SECOND LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, 
yt not regularly bound in the publications. A notation as to the earlier lists, extending 
from 1905 to 1927, may be found in the Review for September, 1927, page 574. Annuai 

vereafter are to be found in the September number of the Review for each year. 
he | resent list specifies doctoral degrees conferred, doctoral dissertations completed and 

ented by the various universities, and the theses still in preparation. The last date 
give the probable date of completion. In cases where the publishers of completed 
dissertations were given, this information has been reported. 

In order to avoid repetition, dissertations upon which work has been suspended owing 
) the writers’ service with the armed forces or absorption with the war effort have not 
been listed. It is planned to list the titles of these dissertations upon completion. 

The list represents the status of the several theses on June 15, 1945, except for a few 
items later reported as completed or published. 


Economic Theory; General Works 
Degrees Conferred 


Creo Fitzstmmons, Ph.D., Illinois, 1944, Some contributions of economic theory to home 
economics. 

Lawrence R. Krern, Ph.D., Massachusetts Institute of Technology, 1945. The Keynesian 
revolution. 


Thesis Completed and Accepted 


James HARTMAN Stauss, A.B., Grinnell, 1936; S.M., Iowa State, 1937. The entrepreneur: 
irm. 1945, Wisconsin. 


Theses in Preparation 


Ropert MitcHett Biccs, A.B., Wayne, 1939; A.M., Michigan, 1940. The historical as- 
pects of the development of the theory of capital. 1945. Michigan. 

ARTHUR AARON BricutT, Jr., A.B., Dartmouth, 1939; C.S.M., 1940; A.M., Chicago, 1942. 
Technological change and the electric lamp industry. 1945. Chicago. 

Davin Domar, A.B., California, 1939; A.M., Michigan, 1941; A.M., Harvard, 

! Economics of expansion. 1945. Harvard. 

Bert FRANK Hosetitz, D. Juris., Vienna, 1936; A.M., Chicago, 1945. The Austrian school 
f economics. 1945. Chicago. 

ELMER JEREMIAH JEROME, B.S.S., College of the City of New York, 1937; A.M., Co- 


lumbia, 1938. Economic dualism. 1946. Columbia, 
MotHer JEANNETTE Kropatt, R.S.C.J., A.B., Barat College, 1937; A.M., Marquette, 1942. 
The economic doctrines of John Gray (1799-1850). 1946. Catholic. 


ARTHUR LeicH, A.B., Colgate, 1941. Studies in the development of the theory of capital 
ut interest from Locke to Walras. 1945. Chicago. 

CHARI ES Epwarp Linpsiom, A.B., Stanford, 1937. Some aspects of the interrelationships 
between labor unions and ‘the competitive price system. 1945. Chicago. 
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Grorce Joun MAtanos, B.S., Miami, 1942; A.M., Harvard, 1944. Static economic theory Ro 

1945. Harvard. 
CurisTInE Harrison McGurre, A.B., Muskingum, 1937; A.M., Ohio State, 1938, Ry). Al 


nomic incentives. 1945. Chicago. 

Ricuarp E. Mutcanuy, A.B., Gonzaga, 1939; M.A., 1940. The economic theories of 
Heinrich Pesch. 1946. California. 

MELVIN WARREN Reper, A.B., California, 1939. Welfare economics and public policy 
1946. Columbia. 

Atrrep G. SmitH, Jr., A.B., Columbia, 1934; A.M., 1939. Some aspects of location theory AN 
with special reference to the southeastern states. 1946, Columbia. s 

Haran Monet Smit, A.B., Chicago, 1936; A.M., 1938. The price mechanism and th, 
concept of social value. 1945. Chicago. 

Sami Semsippin Texiner, A.M., Cornell, 1941. A study of dynamic economic modes VE 
1945. Chicago. 


Economic History He 

Degrees Conferred 

j RaymMonp Gippens Carey, Ph.D., Chicago. 1945. The liberals of France and their rej. 1 

tion to the development of Bonaparte’s dictatorship, 1799-1804, AB 

Eastin NELSON, Ph.D., Texas, 1945. The development of economic policy in the Republi I 
of Panama. 

NEWLIN Russett SmitH, Ph.D., Columbia, 1945. Land for the small man: English anj St: 

Welsh experience with publicly-supplied small holdings, 1860-1937. t 

Theses in Preparation 

SHIRLEY AKERMAN Biit, A.B., Chicago. 1941; A.M., 1942. The background of the inter. t 

state comity clause of the federal constitution. 1945. Chicago. CL 

Wri R. Bratstep, A.B., Stanford, 1939; A.M., Chicago, 1940. The development of the I 

Pacific as an American naval problem before 1909. 1945. Chicago. Gu 


James Aucustus A.B., Yale, 1929; M.B.A., Harvard, 1931; C.L.U., American Col- f 
lege of Life Underwriters, 1940. The history of the Anaconda Copper Mining Company 
1945. Michigan. 

Georce H. Faust, A.B., Henderson State Teachers College, 1937; A.M., Arkansas, 1939 
The economic contributions of the United States to the Republic of Colombia, 192- 
1940, 1945. Chicago. ( 

Henri Former, A.M., Denver, 1939. French expansion in the trans-Mississippi Southwest 
during the eighteenth century. 1945. Chicago. 


Henrietta E. HareMan, A.B., Lawrence, 1925; A.M., Wisconsin, 1928, Alexander Mac- Ro 
Donald, labor member of Parliament. 1945. Chicago. HE 
Jay Gorvon HAL, A.B., Western Ontario, 1934; A.M., Chicago, 1944. A history of the I 
automobile and of new highways in Latin America. 1945. Chicago. Au 
Harry FRANKLIN Jackson, A.B., Marshall College, 1933; A.M., West Virginia, 193) D 
Technological development of Central America to 1907, 1945. Chicago. ¢ 
Haroip O. Lewis, B.A., Amherst, 1929; M.A., Howard, 1930. The growth of the seven- Jor 
teenth century Danish capitalism. 1945. American. e 
Wirsur T. Meek, A.B., Princeton, 1922. A history of Mexican money. 1946. Columb Rt 
Marta C, MitcHeEtt, A.B., Alabama, 1943; A.M., Chicago, 1944. A history of Birming- t 
ham, Alabama. 1945. Chicago. Eu 
Davin M. Pretcuer, A.B., Chicago, 1941; A.M., 1941. The development of Nort) 


western Mexico, 1870-1910. 1945. Chicago. 7 
Lapistas Reitzer, D. Juris., Royal Hungarian University, 1936; D. of Pol. Sci., Univer 
sity of Geneva, 1938. Early relations between Great Britain and the Argentine. 1%: 


Chicago. 
ANNA Jacosson Scuwartz, A.B., Barnard, 1934; A.M., Columbia, 1935, State bankin . 
before the Civil War: a study ‘of Pennsylvania banks. 1946. Columbia. ‘i 
James Epwarp Txorocoop, A.B., University of the South, 1935; A.M., 1937. A history ie: 


of public finance in Tennessee. 1946. Texas. ‘ 
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Rosert W. TWYMAN, A.B., Indiana, 1940; A.M., Chicago, 1942. A history of Marshall 
Field and Company. 1945, Chicago. 

Auice JoHN VANDERMUELEN, A.B., Bryn Mawr, 1939, Financial history and an analysis 

¢ Wellesley. 1946. Harvard. 


National Fconomies 


Degree Conferred 


Anprew JoNAH GRAJDANZEV, Ph.D., Columbia, 1945, Modern Korea: her economic and 


social development under Japan. (Published by The Institute of Pacific Relations.) 


Theses in Preparation 
Vernon RAFAEL Esteves, A. B., Puerto Rico, 1942; A.M., Harvard, 1945. Puerto Rican 


sconomy, Harvard, 

nom 
He_mut Hirscw. The history of the Saar territory: a new evaluation of the first 
experiment in international government of a German territory. 1945. Chicago. 


en Tinc, B.S., Chiao Tung University, 1939; A.M., Pennsylvania, 1942; A.M., 
Harvard, 1944. Financing China’s post-war industrialization. 1945. Harvard. 

Aspo. AHAD YEKTA, LL.B., University of Teheran, 1915; LL.M., 1917; Licentiate in 
Political Science, 1916. Inflation in Iran. 1945. Georgetown. 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Degrees Conferred 


RayMonp CHARLES Dern, Ph.D., Minnesota, 1945. The books of account approach to 
the rate base, with special reference to intangibles. 

Marcorm Ispister, Ph.D., Harvard, 1944. Theory of consumer’s behavior: 
measurement and interrelated demands. 

Guy Henperson Orcutt, Ph.D., Michigan, 1945. Statistical methods and tools for 
finding natural laws in the field of economics. 


Thesis Completed and Accepted 


WrinrieLp Scott Brices, B.S., Mississippi A. & M., 1923; M.S., Columbia, 1929. Devalua- 
tion and appreciation of fixed corporate plant from the standpoint of accounting. 1945. 
Columbia 

Theses in Preparation 

Rotanp W. Funk, S.B., Utah, 1933. Inventory theory. 1945. Chicago. 

HERBERT GERHARD HENEMAN, Jr., B.B.A., Minnesota, 1938; M.A., 1943. Use of sampling 
in labor market statistics. 1946. Minnesota. 

EpMuNp B.S., Massachusetts Agricultural College, 1924; M.S., Con- 
necticut Agricultural College, 1926. Problems in measuring inequality in the distribution 
of personal incomes. 1945. Chicago. 

Joun Freperick Weston, M.B.A., Chicago, 1942. The meaning and measurement of 
excess profits. 1945. Chicago. 

Rurus Wrxon, B.S.C., Iowa, 1933; M.A., 1935. Accounting for transactions of corpora- 
tions in their own capital stock. 1945. Michigan. 

E.tmer Ricuarp ‘Younc, B.S., Utah, 1936; M.S., 1937. Distribution cost accounting. 
1946. Columbia. 


Business Cycles and Fluctuations 


Degrees Conferred 
MARTIN V. Jones, Ph.D., Chicago, 1944, Secular trends and idle resources. (Journal of 
Business, Studies in Business Administration, Vol. XIV, No. 4, October, 1944.) 
FRANK LeRoy Kipner, Ph.D., Columbia, 1945. California business cycles. (To be 
published by the University of California Press.) 
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Theses in Preparation 


NATHAN Bevrer, A.B., Harvard, 1941; P. A. Cert., Harvard, 1942. Technological Change 
in long waves. 1946. Harvard. : 

Loreto Marcetino Domincuez, Public Accountant, University of Buenos Aires, 193 
M.B.A., Harvard, 1941; M.A., 1942. Business cycles in agricultural countries, Harvari 

Gene Lioyp Erion, A.B., Doane, 1939; A.M., Wisconsin, 1940. Maintenance of effectiy, 
demand and economic stability. 1946. Wisconsin. 

Leonip Hurwicz, LL.M., Warsaw, 1938. Basic postulates of the theory of econom 
fluctuations and their relation to empirical evidence. 1945. Chicago. 

Atan L. Ritter, A.B., DePauw, 1935. A study of the flow of capital required to mai. 
tain the proper balance in our economic organization. 1946. Wisconsin. 

FRANK Ropert Varon, B.S., Columbia, 1943; M.S., 1944. Feasibility of using taxatio, 
to control cyclical fluctuations. 1946. Columbia. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


and gift taxes. 

SHUN-HSIN CHov, Ph.D., Columbia, 1945. The capital levy. 

Marion HAmiILtton Grit, Ph.D., Columbia, 1945. The incidence of excess profi; 
taxation. (Published as No. 514 in the Columbia Studies in History, Economics, anj 
Public Law.) 

FRANKLIN P. Hatt, Ph.D., Wisconsin, 1945. The Indiana gross income tax. 

Louis HALPERN, Ph.D., New York, 1945. British war finance, 1939-1944; a comparative 
analysis. 

EpMuNp ANTHONY NIGHTINGALE, Ph.D., Minnesota, 1944. Taxation in Great Britain 
an economic analysis of British taxation with special reference to organization and 
administration of the national tax system. 

Juttus Cart Pornpexter, Ph.D., Virginia, 1944. Proposals for interest-free defici: 
financing. 

NIAN-Tzu WANG, Ph.D, Harvard, 1945. Industrialization, monetary expansion and 
inflation. 

Joun Bos Wriuiams, Ph.D., Columbia, 1945. The development of local finance in 
Madras Presidency. (Published by Power Press, Gunta, India.) 


Thesis Completed and Accepted 


HowArp BEROLZHEIMER. The development of principles in insurance company taxation 
1943. Yale. 
Theses in Preparation 


AtFrep BENTIEN, A.B., 1926, Wisconsin. An analysis of the government's cs) 
money policy and its economic effects. New York. 

EuceNne Crark, A.B., Swarthmore, 1939; A.M., Harvard, 1942. Effect of income ta 
exemption on the competitive position of non-profit business. 1946. Harvard. 

Rosert Mitts Crark, B.Com., British Columbia, 1941; A.B., 1942; A.M., Harvard 
1944. Canadian income tax. 1946. Harvard. 

Jacos Conen, A.B., Manitoba, 1940; A.M., Cincinnati, 1941. The fundamental similaritis 
and differences in public and private debts. 1945. Chicago. 

Lyte C. Fitcnu, B.S., Nebraska State Teachers College, 1933; A.M., Nebraska, 19! 
Taxation of state and local bonds. 1946. Columbia. 

M. Lovutse Freter, B.S., Simmons, 1943. Effect of corporate and progressive income 
taxation on risk taking. 1946. Massachusetts Institute of Technology. 

Marcaret M. Garritsen, A.B., Michigan, 1943. Some theoretical and practical problem: 
in the management of the federal debt in the post-war period. 1946. Massachuselt: 
Institute of Technology. 
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RicHARD BENJAMIN GOODE, A.B., 1937; A.M., Kentucky, 1939. The corporate institution 
and the tax problem. Wisconsin. 
Change Byron LINDBERG JOHNSON, B.S., Iowa State, 1940; Ph.M., Wisconsin. Federal aids to 
the states. 1946. Wisconsin. 
Frank S. KauLBAcK, Jr., B.S., Virginia, 1934; M.A., 1942. The federal budgets as an 
instrument of fiscal control. 1945. Virginia. 
HersertT ELIAS KraRMAN, A.B., Columbia, 1939; A.M., Wisconsin, 1941. The past and 
future of the income tax in the American states. 1946. Wisconsin. 
IpwELL JENS RASMUSSEN, B.S., Utah, 1934; M.S., 1936. Taxation of mineral deposits 
in the United States: theory and practice. 1946. Stanford. 
Erp GoMEZ DEL Rey, Bachillerato, Esculela Sup. de Comercio, 1932; Dr. en Diplomacia, 
University del Litoral, 1942; A.M., Radcliffe, 1945. Public finances of Brazil. 1945. 
Harvard. 
Micnaet ScuirF, B.B.A., College of the City of New York, 1936; M.B.A., 1939. State 
business taxation. 1946. New York. 
prep CHIEH-CHING TAO, S.B., Tientsin University, 1934; M.B.A., Harvard, 1943; 
_ 4045. The income tax in China. 1946. Harvard. 
Ira THAYER, B.S., Northwestern, 1937; M.A., Washington, 1944. Recent fiscal 
icies in the State of Washington. 1946. Stanford. 


Money and Banking; Short-Term Credit 


Degrees Conferred 


Epwarp JoHN Burns, O.S.A., Ph.D., Catholic, 1945. Commercial banking in Phila- 
F delphia, 1915-1941. (Published by Catholic University of America Press.) 
Rey, Brian A. Kirn, O.F.M., Ph.D., Catholic, 1945. Annual reports of commercial 
inks, (Published by Catholic University of America Press.) 
Evatp NyELsEN, Ph.D., Columbia, 1945. Short-term production agricultural 
1 particular reference to the Southern cotton grower. 


Thesis Completed and Accepted 


Eur SHaprro, A.B., Brooklyn, 1936; A.M., Columbia, 1937. The credit union movement 
n Wisconsin. Columbia. 
Theses in Preparation 


\RTHUR BRICKNER, M.S., Columbia, 1941. Monetary controls. 1946. Columbia. 

p ANDREW DuLAN, B.B.A., Texas, 1936; M.B.A., 1937. The impact of war 
financing on member banks in the eleventh Federal Reserve district. 1945. Texas. 
VesLey Ciirrorp Hararpson, B.A., Jamestown, 1935; M.A., Iowa, 1940. Changes in 
the banking structure of New York City and its relative position as a banking center, 
1929-1943. 1946. Minnesota. 

Atex Loverpos, Dr. of Poltical Studies, Athens, 1935. Imperfections in money markets, 
local and international. 1947. Columbia. 

Har Pu, A.B., Michigan, 1942; A.M., Harvard, 1944. Banking reform in China. 

Harvard. 
TLLIAM JoHN StiprAvy, A.B., Columbia, 1939; A.M., 1940. The place of the central 
bank in the modern economy. 1946. Columbia. 


International Trade, Finance and Economic Policy 


Degrees Conferred 


Georce Hay Brown, Ph.D., Chicago, 1945. The international economic position of 
New Zealand 

HERMAN Burstetn, Ph.D., New York, 1945., Pan-American economic solidarity. 

Evcene You-Cu1 Soonc, Ph.D., Harvard, 1945. The international monetary plans. 


Theses Completed and Accepted 


Yinc CHanc Koo, A.B., St. John’s, China, 1940; S.M., Illinois, 1941; A.M., 
d, 1943. Studies in the theory of exchange equilibrium. Harvard. 


arative 
wets 
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Nicnoras Petruzzeru, A.B., Portland, 1937; A.M., Catholic, 1939. Soms 
technical aspects of foreign trade statistics with special reference to valuation. Catholic. 

LAURENCE JOSEPH DE Rycke, B.B.A., Oregon, 1929; M.B.A., 1931. The significance of 
the important supplier principle as applied in the negotiation of reciprocal trade 
agreement concessions. California. 

SaMueEt Saut Suipman, C.E., Cornell, 1919; M.B.A., New York, 1941. The outlook for 
Sovict-American economic relations. New York. 


Theses in Preparation 


C. Smney Cotte, B.A., Whitman College, 1931; M.B.A., Stanford, 1934. Tariff-making 
under the trade agreements act. 1945. American. ' 

Serser PavLovircH Dosrovotsky, Dip. Harbin, 1930. Foreign exchange control as 
factor determining general levels of prices and volume of foreign trade. 1946. Columbia. 

Grorce Gisss, Jr. The economic significance of the reciprocal trade agreement program 
to California production and trade. California. 

E.wor RutH Harris, A.B., Mt. Holyoke, 1944; A.M., Radcliffe, 1945. International 
finance, 1929-39, and the transmission of cycles. Harvard, 

Ernest E. Hermpacn, B.S., Chicago, 1928; M.S.S., New School for Social Research, 
1943. Reciprocal trade policy of the U.S. with Latin America. 1946. New School for 
Social Research. 

Kuanc Tar Hu, B. Com., Nankai, 1939; A.M., Wisconsin, 1941; M.B.A., Harvard, 1943 
A.M., Harvard, 1944. International economic problems of China. 1946. Harvard. 
Jack Leticue, A.B., McGill, 1940; A.M., 1941. Foreign exchange control in post-war 
monetary stabilization: imperfect competition in international trade. 1945. Chicago. 
Yves Rospert Maront, A.M., Virginia, 1941; A.M., Harvard, 1943. International trade 

under monopolistic competition. 1945. Harvard. 

Leonarp L. MiIntHorNE, A.B., Southern California, 1919; A.M., Columbia, 1922, The 
Inter-American highway—its economic aspects. 1946. Columbia, 

Witt1am BreMAN Pacmer, A.B., Michigan, 1929; A.M., 1930. Studies in theory of 
foreign exchange rates. 1946. Michigan. 

Francisco R. SAENz, B.S., Columbia, 1942. Monetary policy and exchange stabilization 
1945. Columbia. 

FRANCIS XAVIER ScaFuro, B.S., New York, 1934; M.B.A., 1937. Latin-American indus- 
trialization—its effect on exports of American goods and capital. 1946. New York. 
MotTHer Dean ELizABETH Traynor, R.S.C.J., A.B., Barat College, 1937; A.M., Mar- 
quette, 1942. International monetary and financial conferences, 1900-1945. 1946 

Catholic. 

STANLEY Szu-YEE Tsou, B.S., California, 1943. The tea import trade of the United States 
1946. Harvard. 

Secu-CHau Wows, B.S.C., National Chi-nan University, 1937; A.M., Michigan, 194! 
China as an outlet for American capital. New York. 

Yunc-SHun Wu, A.B., Customs College, China, 1935; A.M., Wisconsin, 1943, Inter 
national tin control. 1946. Wisconsin. 


Business Finance; Insurance; Investments, Securities Markets 


Theses in Preparation 


Laurence J. ACKERMAN, A.B., Lehigh, 1929; LL.B., Columbia, 1932. The regulation 
of casualty insurance. 1946. Pennsylvania. 

Sipney Stuart ALEXANDER, B.S., Harvard, 1936; A.M., Harvard, 1938. Financial struc- 
ture of American corporations, 1903-1937. 1945. Harvard. 

Francis T. ALLEN, B.S., Pennsylvania, 1922; M.A., 1930. The rehabilitation or liquidation 
of insurance companies. 1946. Pennsylvania. 

Mary Ray Burns, A.B., Minnesota, 1916. A comparative study of four recent railroad 
reorganizations: Great Western, Milwaukee, Northwestern and Soo. 1946. Minnesota 

T. Emerson Cammack, B.S., Oklahoma, 1940; M.A., 1941. The rehabilitation of life 
insurance companies. 1946. Pennsylvania. 
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Hersert Curios, A.B., Morningside, 1927; A.M., Michigan, 1935. Consolidated 
statements. 1945. Columbia. 
insSON, 3RD, B.S., Pennsylvania, 1935; M.A., 1937. Factors involved in measur- 
e amount of life imsurance to be carried on the life of an individual for 
s purposes. 1946. Pennsylvania. 
pER. Kip, B.S., Pennsylvania, 1936. Do the educational efforts of academic 
itions and insurance companies in America at present meet the needs of those 
soit business and into the insurance business? 1946. Pennsylvania. 
tayes G. Lyne, A.B., Kansas, 1920. The need of the railways for additional fixed-plant 
" capital and possible means of its attainment. 1946. New York. 
: M. McGrt, B.A., Maryville, 1940; M.A., Vanderbilt, 1941. National service life 
1947. Pennsylvania. 
) Scores, B.S., Northwestern, 1916; M.A., Pennsylvania, 1943. Development and 
:pplication of the annuity principle by United States legal reserve life insurance com- 
nies. 1945. Pennsylvania. 
Hou Wane, A.B., Tsing-hua College, 1932; A.M., Columbia, 1941. Fair return on 
t ipital. 1946. Columbia. 
r, B.S., Pennsylvania, 1925. A study of workmen’s compensation carriers 
vania. 1946. Pennsylvania. 


Public Control of Business; Public Administration; 


National Defense and War 


Degrees Conferred 


FisHMAN, Ph.D., New York, 1945. British wartime controls of selected nonferrous 
metals, 1939-1941. 
re WHEELOCK PHELPs, Ph.D., Chicago, 1945. A case study in public personnel 


administration. 


Thesis Completed and Accepted 


am A. NreLANpER, B.S., Pittsburgh, 1930; M.S., Columbia, 1931. Wartime food 
in the United States. 


Theses in Preparation 


BoEDECKER, Ph.B., Wisconsin, 1937; A.M., Wisconsin, 1940. A critical 
| of the antitrust policy of the United States government 1933-1945, 1945. 


vy Drews, LL.B., 1917, Brooklyn Law School; J.D., 1932; B.S., New York, 1930; 
1941. The position of the patent right in a national economy. New York, 
M. Gwin, B.S., Connecticut State College, 1931; M.A., American, 1941. An 
analysis of the methods used by the United States Army in securing and 
buting its perishable food. American. 
Is RoyAL KENNeEy, B.S., Michigan State, 1914; A.M., Southern California, 1932. 

The control of copper during the Second World War. 1945. Georgetown. 

ALBERT M. Levert, B.A., Stanislaus, 1913; LL.B., New York, 1923; LL.M., 1924. The 
nfluence of the economic theories of free competition and monopoly upon the legal 
regulation of industry in the United States. 1946. New School for Social Research. 

Lurié, Ingénieur Chimiste, Université de Gand, 1927. Private investment and 
t economic controls in Germany, 1933-1939. 1946. Columbia. 
Marie RoseNcREN, A.B., University of Alberta, 1940; A.M., University of 

_ 4oronto, 1942. Wartime controls in Canada. 1947. Columbia. 
AMES Russet, STRAHAN, B.A., Earlham, 1937; M.A., Fletcher School, Tufts, 1938. 


- status of foreign-owned public property in the courts of the United States. 1946. 
American, 
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Frank HatHaway Towstey, A.B., Tufts, 1913; LL.B., George Washington, 1919; LL p FRI 
Columbia University Law School, 1920. The court as a codrdinate part of the regulatiy, f 
process. 1946. Columbia. 4 

MEtvitte J. Urmer, B.S., New York, 1937; M.A., 1938. Free enterprise and price “a 
control. 1946. Columbia. 

Industrial Organization; Price and Production Policies; Business Method; 

Degree Conferred 

Ira Dennis ANDERSON, Ph.D., Northwestern, 1944. Direct control of retail prices, with | 

particular reference to the furniture-store field. G G 
EO 


Theses in Preparation 


Giapys E. Brams, A.B., Hunter, 1936; A.M., Columbia, 1943. The changing legal concept 
of price discrimination. 1946. Columbia. 

CHARLES T. Broperick, B.A., Fordham, 1932; M.A., 1940. Price patterns in the reconver. 

' sion period. 1946, Fordham. 

Morris Forxoscn, LL.B., St. John’s, 1930; LL.M., 1932; A.B., New York, 1936; AM CH 
1938. The liquor industry. New York. 

Water E. Hoaptey, Jr., A.B., California, 1938; M.A., 1940. Pricing and competition 
in the marketing of petroleum products: a comparison of the Midwest and Pacific Coast 
areas. 1946. California. Wm 

Ripceway Hoecstept, A.B., California, 1929; A.M., 1933. Cost of production and price ra 
policy. 1946. Columbia. 

Epwin Hucues, A.B., Williams, 1919; A.M., 1934. The St. Paul reorganization. 194 


Columbia. 
WALTER KiuckAur, Dr. of Civil Law, Prague, 1927. The international sugar cartel. 194¢ Eant 
Columbia. col 
CHARLOTTE FELDMAN Mutter, A.B., Vassar, 1941; A.M., Columbia, 1942. Paydirt: the Jom 
story of light metals monopoly, 1945. Columbia. loc 
Atrrep Nicors, A.B., California, 1941; A.M., Harvard, 1944. Monopolistic restriction Hew 
in the depression. 1945. Harvard. . pu 
DANIEL CARLSON VANDERMUELEN, A.B., Hamilton, 1936. Factors affecting the rate oi ome 
technological change in the sulphate pulp and paper industry. 1946. Harvard. — 
of 
Marketing; Domestic Trade ALBE! 
of 
Degrees Conferred 
Epna May Dovctas, Ph.D., North Carolina, 1945. An analysis of the retail trading area Th 
of Charlotte, North Carolina. Pav-! 
Atrrep Gross, Ph.D., New York, 1945. The marketing of household furniture. Ha 
VitHo OLAvi JARVINEN, D.C.S., New York, 1945, Supermarkets or self-service food stores 
in the United States. 
Grecory Burton Woop, Ph.D., Wisconsin, 1945. The marketing of Wisconsin eggs 
Theses in Preparation ine 
SWA 
Raymonp Georce Bresster, Jr., S.B., Pennsylvania State, 1932; B.S., Rhode Islan agr 
State, 1933; A.M., Connecticut, 1936; A.M., Harvard, 1945. Efficiency of milk Witu 
marketing. Harvard. leve 
Ronatp C. CALLENDER, B.S., New York, 1933; M.B.A., Texas, 1936. Historical develop- Wit 
ment and analysis of risks in hedging cotton. 1945. American. the 
Cart CiarK, S.B., Oklahoma Agricultural and Mechanical College, 1928; S.M., 1929 Paver 
The marketing of tobacco through the loose leaf auction system. 1946. Wisconsin. of , 
Harotp E. Harpy, B.A., Pomona, 1925. The integration of manufacturing and chail- EArt 
store distribution. 1945. Minnesota. low 
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Freverick W. SHort, B.A., MacMasters, 1943; M.S., Minnesota, 1944. Marketing of 
fruit with special reference to the Niagara Peninsula. 1945. Minnesota. 

A. Maxwett Ure, M.B.A., Chicago, 1937. An empirical study in maximizing the pro- 
ductivity of advertising appropriation. 1945. Chicago. 


Mining; Manufacturing; Construction 


Theses in Preparation 


L. Grecory Hives, B.A., Kansas, 1938; M.A., Minnesota, 1942. The economics of the 
Great Lakes iron ore industry. 1946. Minnesota. 

Grorce Henry Hopart, A.B., Michigan, 1908; A.M., North Carolina, 1941. The pottery 
industry in the United States. 1946. North Carolina. 


Transportation; Communication; Public Utilities 
Degree Conferred 


Cuartes V. Krntner, Ph.D., Chicago, 1945. The effect of the business cycle on the 
newspaper publishing industry. 


Thesis Completed and Accepted 


Wurm Norris LeonarD, A.B., Virginia, 1936; A.M., Texas, 1938. The failure of 
railroad consolidation under the Transportation act of 1920. Columbia. 


Theses in Preparation 


Fart W. Cartsen, B.A., Idaho, 1935; M.A., Minnesota, 1940. Certificates of public 
convenience and necessity in the field of air transportation. 1946. Stanford. 

Joun P. Carter, A.B., Columbia, 1936. Transportation rates and their relation to the 
location of production. 1946. California. 

Henry Herz, B.S., New York, 1936; M.B.A., 1939. The design of classified rates for 
public utilities services. 1946. New York. 

SamueL S. Hirt, Jr., B.A., Yale, 1923; M.B.A., New York, 1939. Cost finding in 
transport regulation. 1946. American. 

TaroporE H. HorrMan, B.S., Dayton; M.A., American, 1938. History of the development 
of railroads in Colombia. 1945. American. 

AtBerT Gipsy SWEETSER, B.A., Harvard, 1937; M.B.A., New York, 1942. The economics 
of seaplane operations in schedules air carrier service. 1946. American. 

Cuancn1 Youne, B.C.S., Shanghai, 1941; A.M., Michigan, 1943; A.M., Harvard, 1944. 
The Market Street Railway System in San Francisco. 1945. Harvard. 

Pau-Lizen Youne, S.B., Chiao Tung University, 1939; M.B.A., Pennsylvania, 1943; A.M, 
Harvard, 1945. Japanese maritime industries. 1946. Harvard. 


Agriculture; Forestry; Fisheries 
Degrees Conferred 


OswaLD H. Browniee, Ph.D., Iowa State, 194£. Production and income effects of 
agricultural subsidies in the corn belt, 1933-41. 

Wittarp Westey Cocurane, Ph.D., Harvard, 1945. The problem of achieving a high 
level of food consumption in the United States. 

Wittiam ALLEN Dvuerr, Ph.D., Harvard, 1944. The economic problems of forestry in 
the Appalachian region. 

PaveL Perrorr Ecororr, Ph.D., Stanford, 1945. The réle of agriculture in the dynamic 
of Argentine economy. 


a O. Heapy, Ph.D., Iowa State, 1945. Analysis of farm size with special reference to 
owa. 
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D. Gare Jonson, Ph.D., Iowa State, 1945. The theory of forward prices for agricultura 
economics. 

Puitie Evcene Jones, Ph.D., Harvard, 1945. Needed adjustments for the coitoy 
economy of the southeastern United States. 

Cyrm O’DonneLt, Ph.D., Chicago, 1944. Recent trends in the consumption of textij. 
fibres with special reference to cotton, (Published as “Recent Trends in the Deman& 
for American Cotton,” Journal of Business, Studies in Business Administration, Vo, 
XV, No. 1, January, 1945.) 


Theses in Preparation 


RALEIGH Bariowe, S.B., Utah State Agricultural College, 1936; A.M., American, 1939, 
The Wisconsin forest crop law. 1946. Wisconsin. 

Pei-Kanc CuHanc, B. L., National Wu-Han University, 1934; A.M., Harvard, 1944. 
Some problems about coédrdination of agriculture and industry. Harvard. 

Harrow W. Hatvorson, B.S., Minnesota, 1938; M.S., 1940. A study of agricultural 
income and its relation to national income. 1946. Minnesota. 

Witt1am Orvitte Jones, A.B., Nebraska, 1932. Economic analysis of Salinas Valley 
agriculture between two wars, 1920 to 1940. 1946. Stanford. , 

James Wrtey Knowtes, B.S:S., College of the City of New York, 1936. Economic criterig 
in the design and evaluation of farm policy. 1946. Columbia. 

James Epmunp McNutty, A.B., Harvard, 1944; A.M., 1945. Credit and tenure ip 
American agriculture. 1946. Harvard. 

Atvan D. Operxirk, B.S., North Dakota, 1926; M.S., Iowa State, 1928. An economic 
study of the dry milk industry in the Iowa butter manufacturing area. 1946, Minnesots. 

Kwatit SALEH Rena, S.B., California, 1941; M.S., Wisconsin, 1942; A.M., Harvard, 1944 
Food and nutrition of the people of Egypt. 1946. Harvard. 

Morcan CotumsBus Rocuester, S.B., Clemson, 1931; S.M., Florida, 1933. Land tenure 
studies in South Carolina. 1946. Wisconsin. 

LeonaArp A. SALTER, Jr., M.A., Connecticut, 1935. A critical examination of research in 
land economics. 1946. Minnesota. 

RatpH WALTER SHERMAN, B.S.C., Ohio State, 1929. The development of cold storage 
food lockers in Ohio and their significance to agriculture. 1946. Ohio State. 

Sotomon Srncrair, B.S.A., Saskatchewan, 1932; M.S., 1937. The rdle of subsidies is 
farm credit. 1946. Minnesota. 

JoHN Francis Timmons, S.B., Missouri, 1937; A.M., 1938. Economic and social aspects 
of the devaluation of agricultural land through inheritance, gift, and will. 1945 
Wisconsin, 

Greorce E. Tosen, B:S., Illinois, 1936; M.S., 1938. An analysis of machinery costs on 
farms in southeastern Minnesota, 1946. Minnesota. 

Exiot Otto Waptes, A.B., Iowa, 1938. Farm credit and ownership studies in Manitowoc 
County. 1945. Wisconsin. 


Economic Geography; Regional Planning; Urban Land; Housing 


Degrees Conferred 


CHartes Brooks ANDERSON, Ph.D., New York, 1945. The growth pattern of Salt Lake 
City, Utah, and its determining factors. 
ArTHuR CLAyTon ELLIs, Ph.D., Virginia, 1944. Mississippi: economic and social. 


Thesis Completed and Accepted 


Laura Maser Kincssury, B.S. and A.B., Missouri, 1908; Master of Letters, Californi 
1913. The economics of housing: the objective valuation of houses and their lane. 
Columbia. 
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Theses in Preparation 


Pewetore C. HARTLAND, A.B., Brown, 1940; A.M., Radcliffe, 1942. Balance of payments 
‘§ New England, 1929-39. 1945. Harvard. 

Georce MervyN KLEINER, A.B., McGill, 1936; A.M., 1937. A study of the economy of 
the fifth Federal Reserve district. 1946. Wisconsin. 

WaLTeR Krause, A.B., Oregon, 1942; A.M., 1943; A.M., Harvard, 1944. Regional shifts 
in American industry. 1945, Harvard. 

Matcotm CARTER McFARLAND, Ph.B., Spring Hill College, 1933; M.A., Georgetown, 1938. 
An economic analysis of Title I of the National Housing act. 1945. Georgetown. 


Labor and Industrial Relations 
Degrees Conferred 


Josepx RANDALL BURCHARD, JR., Ph.D., Chicago, 1945. The British labor movement in 
European politics, 1933-39. 

Soppie CAMBRIA, Ph.D., Bryn Mawr, 1945. Youth in the Philadelphia labor market: a 
study of the vocational problems of young workers and related vocational services. 

ArperT L. DeEMonp, Ph.D., Catholic, 1945. Economic development of Negroes in the 
United States. (Published by Catholic University of America Press.) 

Rey, Georce GmrMarRyY Hiccins, Ph.D., Catholic, 1945. Voluntarism in organized labor 
in the United States, 1930-1940. (Published by Catholic University of America Press.) 

Van Dusen Kennepy, Ph.D., Columbia, 1945. Union policy and incentive wage methods. 
(Published as No. 513, Columbia Studies in History, Economics, and Public Law.) 

Arire SAYIN, Ph.D., Bryn Mawr, 1945. Industrial homework in Pennsylvania since 1925. 

Harry SCHWARTZ, Ph.D., Columbia, 1945. Seasonal laborers in fruit, vegetable, and sugar 
beet farming. 

ArTHUR Murray WHITEBILL, Jr., Ph.D., Virginia, 1945. Wage incentives and production 
potential. 

Viora Wycxorr, Ph.D., Columbia, 1945. The public works wage rate and some of its 
economic effects. (Published as No. 521, Columbia Studies in History, Economics, 
and Public Law.) 

Theses in Preparation 


Gorpon Fark Broom, A.B., Buffalo, 1939; M.P.A., Harvard, 1941. Unions and tech- 
nological progress. 1945, Harvard. 

Francis LEo Burns, A.B., Western Ontario, 1928; A.M., 1939. The needs factor in wage 
determination. 1946. Michigan. 

Ruta G. Giupert, A.B., College of Wooster, 1943. An analysis of the scope of private 
industrial arbitration. 1946. Massachusetts Institute of Technology. 

Rev. WILLIAM JosepH Gorpon, O.S.A., A.B., Villanova, 1941; A.M., Catholic, 1944. 
Some state labor relations acts in operation. 1946. Catholic. 

Grorce Henry Harnes, A.B., Ursinus College, 1927; A.M., Clark, 1931. A history of 
the Virginia State Federation of Labor, 1895-1944. 1946. Clark. 
is Horrer, A.B., College of the City of New York, 1930; A.M., Columbia, 1932. 
Unemployment compensation and seasonal variations in employment in New York 
State. New York. 

Kia Hsten, A.B., National Tsing Hua University, 1934; A.M., Columbia, 1943. The 
problem of wage protection in China. 1946, Columbia. 

Joun E. Jeucx, A.B., Chicago, 1937; M.B.A., 1938. The labor market and department 
store personnel. 1945. Chicago. 

Josepa KersHaw, A.B., Princeton, 1935; A.M., New York, 1938. Settlement of 
American railroad disputes since 1926. 1947. Columbia. 

CuarLes CLINTON KiLLINGsworTH, A.B., Southwest Missouri State Teachers College, 
1938; A.M., Oklahoma Agricultural and Mechanical College, 1939. State labor relations 
legislation. 1945. Wisconsin. 

Mary Epna Lonican, A.B., Barnard, 1916; A.M., Columbia, 1927. The economic 
organization of work in the United States. 1946. Columbia. 
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Finn THeEopore Mavm, B.S., California, 1941. A case study in industrial unionism. 1944 
Massachusetts Institute of Technology. 

James JosepH McGiniey (Reverend), A.B., Woodstock, 1933; A.M., 1934; AM. 
Fordham, 1937. The labor problem in the transit system of the City of New Yor 
1946. Columbia. 

AuRELIus Morcner, B.S., Missouri, 1938; M.A., 1940. Government intervention in th: 
labor market. 1946. Minnesota. 

Wruum Joun Puiuips, Jr., A.B., Tulane, 1932; A.M., 1933. A theory of union 
development and collective bargaining. 1946. New York. 

SHou-cHANG Pu, A.B., Michigan, 1943; A.M., Harvard, 1944. Economics of technological 
progress. 1946. Harvard. 

Rosert WHITE Putten, A.B., Colby, 1941. The effects on collective bargaining of unfair 
labor practice cases under the Wagner act. 1946. Massachusetts Institute of Technology, 

CHARLES BERNARDINE Quirk (Reverend), A.B., Providence College, 1930; A.M., Catholic 
1944, The origin and development of the U.S. employment service in Rhode Island 
1947. Columbia. 

Purr R. Roocers, B.S., Utah, 1936; M.S., 1940. The government of the United Min 
Workers union. 1946. American. 

Mae Katzen Sawzer, A.B., Brooklyn, 1934; A.M., Columbia, 1935. The hours question 
1945. Columbia. 

Sister Mary Yoranve Scuutte, O.S.F., A.B., College of Saint Teresa, 1931; AM 
Catholic, 1940. Wage theories in the Fair Labor Standards act. 1945. Catholic. 

Myrna Srecenporr, A.B., New Jersey College for Women, 1939; A.M., Wisconsin, 1940 
The Montgomery Ward case: microcosom of industrial conflict. 1945. Wisconsin. 

Davin KENNETH Sprecet, B.S., New York, 1939; A.M., 1940. The administration of 
minimum wage legislation. New York. 

GUNTHER STEINBERG, A.B., lowa State Teachers, 1936; M.B.A., Chicago, 1938. Wage 
theory and wage practice. 1945, Chicago. 

Leona S. Trotra, A.B., New York, 1931; A.M., Columbia, 1935. The labor situation in 
Italy at the close of the First World War and how it paved the way for fascism. 194¢ 
Columbia. 

Leo Wertz, B.S.S., College of the City of New York, 1928; A.M., Columbia, 1932. The 
role of the intellectuals in the American labor movement (1865-1944). 1946. Columbia 


Social Insurance; Relief; Pensions; Public Welfare 


Degree Conferred 

James Epwarp Cuace, Ph.D., Chicago, 1944. Unemployment compensation disqualific- 
tions. (Published in Journal of Business, Studies in Business Administration, Vol. XV 
No. 2, April, 1945.) 

Theses in Preparation 

Georce Mason Ket, A.B., Wisconsin, 1924; A.M., 1931. Economics of old age 
assistance as exemplified by the experience in Wisconsin. 1946. Wisconsin. . 

Curistine Newark, B.S., Michigan State, 1930; M.A., Columbia, 1937. Certain medica 
and allied health services with special application to rural communities in Lowa. 195 
Iowa State. 

Ernest J. Wore, B.S., Miami, 1927; M.A., Columbia, 1932. Study of a uniform 
national system of unemployment compensation and a national system of publi 
employment offices. 1946. American. 


Consumption; Codperation 


Thesis in Preparation 
Henry Horpsmre Ware, A.B., Pomona, 1932; A.M., Columbia, 1939, The Soviet om 
sumer; a theoretical approach to the problem of consumer satisfaction under the Sov! 
set-up. 1947. Columbia. 
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Population; Migration; Vital Statistics 


Degree Conferred 
pargia ArAN GOSNELL, Ph.D., New York, 1945. The Puerto Ricans in New York City. 


Theses in Preparation 

Rosert Morrett Harz, B.S., Miami, 1921; A.M., Chicago, 1928. The United States and 
Japanese immigration. 1945. Chicago. 

Russet, Craic MclIvor, A.B., Western Ontario, 1937; A.M., Chicago, 1939. A history 
of Canadian population and immigration. 1945. Chicago. 

Tomas Murray, B.S., New York, 1934; A.M., 1937. Cycles in diseases. New York. 

BrorHeR WALTER TosBE, B.A., Catholic, 1931; M.A., Fordham, 1941. Governmental 
schemes to encourage larger families—an international comparison. 1946. Fordham. 

Epwaro B. WrturAMs, A.B., Morehouse, 1927; A.M., Atlanta, 1937. Negro migration in 
selected counties in the Southeast. 1947. Columbia. 


Unclassified 


Degree Conferred 
ViocA Mauve DuFratn, Ph.D., Chicago, 1944. The practicability of emphasizing speed 
before accuracy in elementary typewriting. 


Theses Completed and Accepted 
Wrsur Eart Keerinc, B.A., State Teachers College, Mayville, North Dakota, 1931; 
M.A., Iowa, 1933. The distributive education codrdinator. North Dakota. 
R. E. Keonane, A.B., William Jewell, 1924; A.M., California, 1926. The attitude of the 
socialist parties toward international war, 1848-1914. 1945. Chicago. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
destriptions of vacancies announced and of applications made. It is optional with 
| submitting such announcements to publish name and address or to use a key 
number. 

Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


Industrial management and industrial development: Wanted, a man to devote part 
of his time to teaching classes in the field of industrial management in a collegiate 
school of business and part of his time to the work of a bureau of business re- 
search, acting as consultant for local communities in making studies and drawing 
plans for industrial development in the postwar period. P106 


The Department of Economics in an old, well-established state university will 
accept communications now from economists in the Armed Services or in emergency 
government agencies who might qualify for future staff positions. There are at 
present no vacancies but anticipated postwar expansion is expected to justify addi- 
tions to staff over and above the return of senior members now on leave of absence. 
All applications will be carefully reviewed, acknowledged, and classified in an 
active file for future reference. P107 


Teachers Available 


Labor economics, industrial management: Man, 44, Ph.D., 1931, University of 
Wisconsin. University teaching experience; research and general experience in 
business and government agencies. Lecturer in the evening session of a large college 
and director of education in a commercial organization; on leave to teach in Army 
University Studies Center, England. Available, February, 1946. E116 


Money and banking, business cycles, international trade and finance, corporation 
finance, economic theory, statistics: Man, 43, married, Ph.D., Harvard. Seventeen 
years of experience teaching economics in American colleges; also experience in 
banking and government service; publications; employed as head of department in 
small college but desires position with greater academic opportunities. Available in 
July, 1946. E133 


Theory, finance, public control of business, public utilities, labor, consumption: 
Man, 57, married, A.B., Wisconsin, M.A., Kansas, plus law training. Five years of 
economics and political science teaching and research in universities; 6 years of 
public administration and research; 2 years of newspaper editorial work; business 
and civic-commercial organization experience; publications. Desires university or 
college teaching or research position. Available immediately. E190 


Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics. Author of various books and opinions; 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work or summer lecture work at 4 
university. E195 


Industrial relations, economic history, theory, government control of business, gen- 
eral and applied economics, industrial organization, management: Man, 32, married, 
B.A., M.A., Ohio State University; Ph.D., Columbia University. One year of ex: 
perience in private research; 1 year government research; 21/2 years of government 
administration and supervision of research staff; 31/ years of college teaching. Em- 
ployed but desires college teaching position in California or Southwest. Available 
immediately. Would consider advisory or research work also. E197 
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